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Organized Labor's Attitude Toward Machinery * 


By Paut Kvapper, Pa.D. 
I 


Introduction 


The numerous mechanical improvements with their applica- 
tion of steam power, coming in close and rapid succession at the 
end of the eighteenth and the beginning of the nineteenth cen- 
turies, caused an industrial maelstrom which left countless human 
wrecks in its wake. The poor laborer found that his life was 
completely revolutionized. Readjustment to a mew socio- 
economic environment was not a simple process. Old social co- 
ordinations could not be broken and new ones acquired at will. 
The domestic system under which he managed his little farm 
and kept the members of his household busy at his work, had 
given way to the factory with its machines and mechanical 
power. The skill which he had attained at his work as a result 
of a long apprenticeship, years of practice and assiduity, was no 
longer his pride; a machine had supplanted him. His masculine 
strength and physical power. were no longer his assets; they 
were no longer necessary in the process of manufacture. The 
magic power of steam applied to a simple mechanical contrivance 
set numberless wheels in motion by the mere manipulation of a 
hand lever or throttle—the work of a child. His position as 
head and supporter of his family was now denied him. His 
wife and children were in the factory from early morn till long 
past sundown, grinding away their lives for a mere pittance, 
tending these machines, while he spent his hours in idleness 
with his boon companions,—his fellow sufferers. To the sup- 
planted day laborers, therefore, machinery was the embodiment 


* Offered in partial fulfillment of the requirements for the degree of Doctor of Philosophy at 
New York University. 
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of the most heartless cruelty; it symbolized the most intense 
misery. Time and again these unfortunates united in riots, de- 
stroyed machines in great numbers, pillaged and sacked the fac- 
tories, which housed their common enemies, “ The Iron Mon- 
sters.” Many a time did the flames crackle and the streets of 
the newly established town run rivers of blood in the workers’ 
blind and hopeless attempts to seek vengeance. 

This deep-rooted hatred lasted for over two generations. It 
was kept alive and even intensified by stupid governmental per- 
secutions of labor organizations. The idlers, as well as those 
who were fortunate enough to be employed, felt that they were 
smarting under the same injustices and miseries. Machinery 
had displaced the skilled artisans and had reduced them to the 
ranks of the common laborer. Mechanical power, introduced 
extensively, caused a temporary over-supply of human labor 
in particular crafts; competition in the market was therefore 
bitter and intense. Those in actual employment were hardly 
faring better than those without work. They toiled for long 
and unheard of hours; the pay was exceedingly small—not 
more than the modern equivalent of fifty or sixty cents a day; 
the factories hastily built in answer to the most pressing de- 
mands, were often only reconstructed stables or remodeled de- 
serted buildings, the conditions and filth of which were sheer 
abominations ; the tyranny of the employer or too often an over- 
zealous foreman or overseer, anxious to establish a record in a 
newly organized industry, made work a veritable slavery. Hence 
employed and unemployed felt that they were brethren in misery, 
—tied by a common tie. Their only hope and final salvation, 
they reasoned, lay in union, in organization of the workers of 
the craft. 

Law after law sought to curb and discourage this natural 
tendency of labor to unite. At first the decree was that, “All 
combinations to raise the wage rate are conspiracies in restraint 
of trade and punishable by two months’ imprisonment.” Later 
“combinations to raise wages” were legalized but a “labor union 
had no property rights.” Their funds were pilfered, their little 
property and books maliciously destroyed; the defenders carried 
on their nefarious activities with impunity for, since the labor 
unions had no property rights, no property was legally taken 
from them. The law was soon modified and ceded the workers. 
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property rights, but all members of a union were individually 
held responsible for an act of violence committed by any of their 
members. Despite the schemes and designs which were enacted 
to discourage labor organizations, all plans to stop labor from 
combining, proved as futile as the laborers’ attempt to destroy 
machinery. Not until 1875, however, was unionism fully 
established in England on a legal basis. 

The displaced workers regarded the machine as the cause of 
all these changes and persecutions that were so detrimental to 
themselves and their families. The inevitable deep-seated hatred 
which accompanied this conviction lasted, as we have observed, 
more than two generations. As late as 1844, Sidney Webb found 
it in the “Potters’ Trade Journal,” whose editor, a representative 
labor man of his day, wrote, “all evils of the factory workers 
can be traced to one cause: Machinery! Machinery has left 
them in rags and with no work at all. Machinery has crowded 
them into cellars, has immured them in prisons worse than the 
Parisian Bastilles, has forced them from their country, to seek 
in other lands the bread denied them here. I look upon all im- 
provements which tend to lessen demand for labor as the dead- 
liest curse which could probably fall upon the heads of our work- 
ing classes, and I hold it to be the duty of every working potter 
-—the highest duty—to obstruct by all legal means the introduc- 
tion of the scourge into any branch of his trade.” (Webb, In- 
dustrial Democracy Vol. II, p. 391.) This we unhesitatingly 
judge as foolish and stupid advice. We may even stigmatize it, 
if we will, as economic myopia. But when we look at the prob- 
lem from the proper perspective afforded by our modern de- 
velopment and present industrial organization, we realize that it 
was natural enough for the unfortunate victim to take such a 
view and advocate such a policy. 

By the middle of the nineteenth century we find a marked 
change in the attitude which the workers took toward machinery. 
The labor organizations which were persecuted by all possible 
means and through every conceivable agency were now receiving 
partial legal recognition. Their own organizations had under- 
gone a process of integration and unification which gave them 
control of the trade and made them masters of a definite policy 
in regard to machinery. Since then, a conciliatory attitude has 
been manifested by the bodies of organized labor. In 1850 “The 
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Union of Bookmakers of England” deemed it neither desirable 
‘nor practical to resist the extension of mechanical improvements. 
In 1869 “The Liverpool Coopers” passed resolutions “that we 
permit any member of the Society to go to work at the steam 
cooperage.”” These quotations and a list of similar ones which 
can readily be cited serve only to indicate the change in the 
attitude of organized bodies of workmen toward machinery. 

Accusations against labor unions have followed very much 
the changing attitude taken by the workers. Prior to 1850 or 
1860 all labor organizations were charged with being unalterably 
opposed to all forms of labor saving mechanical appliances. 
Students of economics of the day expressed without reserve or 
hesitation their belief that one of.the basic principles of union- 
ism was the resistance of the initial introduction and the progress 
of machinery in any and every industry that was manual, and 
whose workers ranked among the skilled artisans. Webb bears 
out this statement, for he believed that “it was assumed as a 
matter of course by every educated person, that it was a cardinal 
tenet of Trade Unionism to oppose machinery.” (Industrial 
Dem. Vol. II, p. 392.) 

The more recent attacks on labor unions are much modified 
in tone and far less sweeping in their indictments. The sum 
total of all present attacks, is that the labor unions do not en- 
courage the use of machinery, that where it is installed, the 
workers do not bring out its potentialities and fail to actualize 
its latent possibilities. The National Founders Association, an 
organization of the owners of the largest foundries in the United 
States and Canada complained bitterly that the Iron Mouiders’ 
Union was imposing such conditions that the new moulding ma- 
chines could not be run at an advantage. The leading shoe fac- 
tory owners made the same charge against the shoe workers’ 
union. They, too, urge that more could be accomplished in intro- 
ducing and encouraging new devices,if the union were not putting 
one stumbling block after another in the way. If it were not a 
matter of hours, it was the pay. If the salary were satisfactory, 
then they demanded a change from the piece method to the time 
system, thus upsetting the entire schedule, and causing strikes 
and “tie-ups” in the various branches. Many glass manufac- 
turers are at present gathering data to prove that the same ma- 
chines which are run at a loss and which are judged ineffective 
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in a union shop, give a fair revenue and exceedingly satisfactory 
results when non-union men are employed. Similar attacks 
made in the same tenor we find in any industry that is beginning 
to feel the revolutionary effects of the introduction of epoch- 
making machinery. That Trade Unionism is still more or less 
hostile to new labor saving mechanical inventions, and that its 
policy shows an attitude which is inimical to the best interests 
and the development of the craft, is at present set forth in all 
seriousness and sincerity against organized labor. 

It is the object of this paper to study these indictments 
against labor unionism and to set forth the results of the investi- 
gation of these charges, from trade union documents, trade jour- 
nals issued by the workers and by the employers, convention re- 
ports, minutes of important labor meetings and conferences, 
strike histories, and court records,—all these supplemented by 
the results of personal visits, interviews and observations, in the 
hope of formulating as a definite policy the attitude which labor 
unions have taken toward new machinery. The latter charges, 
although modified and less serious than the older ones, are 
nevertheless grave. It is a matter of interest and consequence 
to learn whether these charges must stand or fall. 

It is evident that organized labor’s attitude toward the intro- 
duction of new mechanical devices and improvements will in- 
evitably be a reaction to the effects which these changes will 
have upon the organization itself. If the new inventions will 
tend to upbuild the craft, infuse into it new life and power, then 
they will be received with open arms. If, on the contrary, they 
weaken and demoralize the trade, humble the worker to a lower 
industrial stratum, and bring about a disintegration of the union, 
their reception will be marked by obstacles of one kind or an- 
other. We must therefore begin our study with a consideration 
of the effects of machinery upon the labor union. Our results 
will foreshadow the next question: “What attitude did the 
unions take?” Since the organization’s policy expresses itself 
in the practices of its individuals as well as in corporate action, 
we shall trace the attitude of the unions as manifested by their 
component members before we study their plans and official 
programs. Our immediate chapter is therefore, “What are the 
effects which the introduction of new labor saving machinery 
has upon the organization of labor unions?” 
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II 
Effects of Machinery on the Craft and the Organization of Labor Unions 


To say that the modern tendency of the forces in the indus- 
trial world is toward concentration is to indulge in a platitude, 
offensively trite. Nevertheless, we often take this statement 
from too narrow a view. We must realize that this is character- 
istic of almost every phase of life. There seems to be a univer- 
sal tendency away from the individual in all things. Our con- 
ception of life is becoming thoroughly social. In education, the 
social factor is becoming the primary factor. In ethics and 
morality we are fast losing the individual view of conduct and 
action, for both are judged from the social conception. On all 
sides we see the one subordinated to the many, the individual 
sunk in the corporate entity. This social tendency leads 
inevitably to organization. In the industrial world we all recog- 
nize this movement on the side of capital because of the preva- 
lence of corporate and trust organization. But though less evi- 
dent on the labor side, the social tendency is just as positive and 
manifests itself in the growth of labor unionism. 

Is the labor union then a corporation? If we modify our 
question to mean a logical or an economic corporation, we must 
answer affirmatively. From the legal point of view it is not. 
Neither is the New York Stock Exchange, which is essentially 
a trade union according to John Frankenheimer, a recognized 
New York authority on corporation law. Conyngton (Modern 
Corporation) begins his book with, “a corporation is an artificial 
person, created or authorized by law for some particular purpose 
or purposes.” If we omit the legal qualification, we find that the 
definition fits the labor union; it is (1) an artificial person and 
(2) finds its raison-d-étre in the specific purpose or purposes for 
which it is organized. “When an employer recognizes a labor 
union, he ceases to recognize the individual and the latter has no 
place in the economy of his establishment. He must deal with 
the cencrete idea represented by unionism and forsake the theory 
that he can handle the individual as such,” writes Don C. Seitz 
in “Trade Unionism and Labor Problems.” 

Just as the tendency of organized capital is toward monopoly, 
so, too, organized labor’s goal is the establishment of monopoly. 
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The more a trust approximates a monopolistic stage in its indus- 
try, the stronger does it entrench itself in the industrial system, 
the greater are the financial benefits to its members, the more 
powerful and controlling does it become—in a word, the more 
economically efficient does it become. So, too, with a labor 
union. Its strength lies in monopoly,—not monopoly of money, 
of raw material, of consumers’ goods, but of the most vital and 
essential aid or means of production,—labor. The very essence 
of a labor union’s power lies in the complete monopoly of the 
labor of its craft. It follows, inevitably, therefore, that what- 
ever attacks its monopoly is inherently inimical to its best 
interests. “Will labor show a friendly or an inimical attitude 
toward machinery,” is our original and central question. The 
answer depends on the answer we get to the question which we 
regard as basic in our present chapter; viz., “ Will automatic 
labor-saving machinery weaken or strengthen the union’s monop- 
oly of the labor of its craft’? It is obvious, a priori, even to the 
mere dilettante in the field of labor, that automatic mechanical 
improvements have shown not only a decided tendency to weaken 
this monopoly, but also gradually to devitalize and finally destroy 
it by lowering the standard of skill, increasing the minuteness 
of the division of labor, making it possible for women to enter 
trades heretofore closed to them, encouraging child labor, allow- 
ing the use of cheap immigrant labor, helping to disintegrate the 
union by overspecialization, making labor more mobile with re- 
spect to industries, and breaking the apprenticeship regulation. 
The only exception is a glaring one,—printing—but here the 
machinery is so different that we can hardly call it automatic, 
from the point of view of skill. Let us turn to each of these 
effects, see its cause and ascertain how it undermined the union’s 
monopoly of the labor of its craft. 


Lasork REDUCED FROM SKILLED TO UNSKILLED RANKS 


Before the introduction of machinery, one of the essential 
elements in determining the price of a manufactured article 
was the skill of the worker. The craftsman imparted his per- 
sonality to his work. His skill was his commercial asset. With 
the introduction of machinery, skilled and unskilled workmen 
were put on a par. A few industries, the attitude of whose labor 
unions we shall study later, will illustrate this point. 
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John Mitchell, speaking for the Coal Miners at their conven- 
tion in 1901 said, “If the rapid increase of machine coal mining 
is increased a few years longer, the skill now required by those 
engaged in the work will no longer be necessary. Instead of 
being a body of skilled workers we shall be simply coal shovelers, 
whose only essential qualification for securing employment will 
be the possession of a strong back and an abundance of physical 
energy. The introduction of machinery has caused our men to 
compete with the machines.” We see then that the result of the 
introduction of the machine consists not only in a greater output 
but also in the greater per capita efficiency of the force employed. 
The gain is consequently to the employer rather than the worker. 
The mining machine destroys the value of the miner’s skill and 
experience, obliterates his trade and reduces him to the rank of 
a common laborer or machine driver. So too in the boot and 
shoe industry. The days of individual skilled journeymen 
workers are gone. To-day each little process is an independent 
act, performed automatically by a machine. A modern shoe 
factory is hardly complete without forty or fifty different ma- 
chines, each doing a special part of the finished product that for- 
merly demanded the skill and deftness of hand which resulted 
from years of assiduous toil and apprenticeship. The modern 
worker in a shoe factory is, in the main, more of a machine tender 
than a shoe-maker,—the machines make the shoes, the workers 
tend the machines,—skill is a needless asset for the modern shoe- 
worker. 

The workers in the glass industry, especially those in the 
bottle, jar and chimney departments, never for a moment 
imagined that their craft would be invaded by machinery. The 
work requires so much watching, manipulation and guidance 
that it was considered above the scope of the possibilities of 
mechanical contrivances. To-day, we find that the machine is 
so far perfected that all wide-necked bottles and jars are made 
automatically. Only the backward and unprogressive factories 
are now turning out the handmade product. The Owen Machine 
is rapidly nearing a stage of almost incredible perfection; it is 
now turning out narrow-necked beer bottles in such numbers 
that consternation reigns among the hand blowers who previously 
supplied establishments like Pabst or Schlitz. Five years ago 
the workers boasted that a bottle with a narrow neck was beyond 
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the pale of the machine. To-day they know better. They realize 
fully that in another five years their skill will go to the human 
scrap heap. The very best glass lamp chimneys, always made 
by hand and by high-priced skilled workers, are now machine 
products absolutely, and are being turned out in vast numbers 
by the Macbeth Evans Company which supplies 60 to 75% of the 
market. The workers in this factory engaged in iamp chimney 
production are unskilled and never served an apprenticeship. 
The “National Glass Budget,” the official organ of the employ- 
ers, commenting on the vast introduction of machinery in the 
industry says: “It is to get rid of skilled labor and its high 
cost that induces manufacturers to install machinery and not 
increase the number of workmen required.” Machine watchers 
and guiders are slowly taking the place of the old-time skilled 
glass blowers. 

So free from molestation did the iron moulders of the 
country feel that in 1890 when small casting machines were in- 
troduced into the larger factories, the workers refused to believe 
that an inanimate mechanism could possibly do their work which 
demanded so much skill, judgment and experience. The be- 
ginnings were small, but the principle which proved successful 
in making small castings was soon applied to the more intricate 
and involved work. No moulder was considered a journeyman 
worker until he had completed a minimum apprenticeship of 
about four years. To-day a year is a long time and a six 
weeks’ period is not unusual. Many men enter the foundry as 
general help, engaged in lifting, pulling, carrying or in work of 
a similar nature,—thoroughly unskilled. In a short time they 
are placed at the machines and turn out excellent work, having 
gained their experience and served their apprenticeship while 
casually observing the machines in the course of discharging 
their other. duties. Herbert N. Casson, writing on the steel 
foundries, in Munsey’s of May, 1907, says: “In some mills 
three out of four workmen are unskilled. The unskilled work- 
man is too likely to take to himself the credit for the vast amount 
of work turned out by the machines. . . . It is hard for him to 
realize that he has become a very insignificant factor” in the 
operation involved in the production of steel. 

In the great 1906 strikes the Foundrymen found themselves 
tied up rather badly; work had to be finished on contract time 
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and the Iron Moulders’ Union, which was very strong then and 
controlled the labor market of its craft, succeeded in practically 
closing the very largest foundries in the country. The owners 
decided to experiment with these machines to their utmost, test- 
ing every possibility. How successful they are, how they 
managed to get automatic machinery to answer the demands 
in some of the most skillful branches of the craft, is shown by 
the fact that apprentices and handy men were able to make 
successful castings, weighing, in some cases, over forty tons. 
It is estimated that about 1300 such machines were introduced 
into the foundries of New York, Buffalo, Chicago and Milwau- 
kee alone. Figures obtained in eighteen of the largest foundries 
on strike show that now only 35 or 40 out of each 1000 men em- 
ployed are skilled moulders. 

From these instances we can comprehend to what extent 
dexterity had been replaced and cast upon the scrap heap of 
discarded industrial skill. The almost human biography of a 
steel rail in the Edgar Thompson Steel Works of Pittsburg, 
written by H. N. Casson, may serve to reinforce our conception 
of how moulding had become a mechanized process. He says: 
“Starting at the ore yard we see a vast pile of ore containing 
perhaps a half million tons. Nearby are the bins for the coke 
and limestone. Properly mixed, these three materials go in 
a continuous stream of cars to a row of eleven big furnaces. 
These furnaces are insatiable monsters. They must be fed with 
ten tons every minute. 

“Every little while the furnaces are tapped and the molten 
iron flows into little cars which hurry off to a great mixer. 
This is a steel box on rockers. The cars are emptied into the 
mixers which rock up and down till the iron is all of one quality. 
Then a second train puffs up, receives a load of iron,—about 
two hundred tons—from the mixer, and scurries away to four 
Bessemer converters. These blow iron into steel at the rate of 
four tons every minute. 

“The converters spout their steel into big ladles which pour 
the sputtering fluid into moulds, pushed into position by a third 
train. When the moulds are filled the train runs about fifty 
yards and stops. As soon as the steel is cooled into red hot 
ingots, they are taken out and put into red hot ovens, so 
that they will not become cold. From here, one at a time, they 
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are jerked out and put upon a small electric car which rushes 
them to the roller to be squeezed into shape. Back and forward 
through the roller they go. . . . Soon it looks like a flaming 
red worm, twisting and squirming to escape. You notice now 
that it is a rail. 

“Tn a second it is switched to another track and springs away 
as if it had succeeded in escaping from its tormentors. Two 
whirling saws cut off its ends with a sudden shriek and blaze 
of fireworks. Steel hands grip it again and fling it through a 
cold roller so that its surface may be hardened. Nothing re- 
mains save to straighten it out and drill the holes.” (July 1906.) 

We note that almost no human hand has touched the rail 
in the course of its entire creation. Men go about directing 
the machines and engines, pulling levers, pressing buttons, apply- 
ing or removing power. But the moulding, the shaping, the 
measuring or the mixing processes that meant years of experi- 
ence and skill, resulting from perseverence and assiduity, de- 
manding a quick and well used eye, a deft hand, all these are out 
of the realm of “skilled labor,” they are performed automatically 
by the “iron monsters.” The only skilled workers are those who 
direct the process and adjust the machinery. 

As we have already intimated, typesetting machinery is the 
marked exception to the trend which we noticed above. The 
linotype was indeed a great innovation, just as revolutionizing 
in its effects as the improvements in the industries we just saw; 
but instead of requiring less skill it required more. When the 
linotype was first introduced every worker feared it very much 
because its keyboard resembled that of a typewriter. At the be- 
ginning, firms whose printers went out on strike, advertised for 
female typewriters. In the Detroit Strike of 1896, the workers 
became frightened and fearing the partial success of such a 
scheme asked that these typewriters be admitted into the Inter- 
national Typographical Union. (Typo. Journal v. 9, p. 245.) 

The theory and their fears proved unfounded. Unskilled 
printers and typewriters turned out poor work and much less 
of it on the linotypes. Experiments in Ottawa showed that the 
non-skilled did 18,000 ems per day while the skilled printers 
showed 23,000 ems for the same time. Mr. Best, owner of the 
leading newspaper in that city and an expert printer himself, 
says that the latter prove to be the better workers. (Typo. Jour- 
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nal Sept. 15, 1894, p. 7.) President Dodge of the Mergenthaler 
Linotype Company writing on this question says in part, “It has 
been the policy of this Company, in introducing machines to have 
them operated as far as possible by men already in the offices, 
and this practice has been followed in nearly every case.” It was 
to his interest to prove that unskilled boys and girls who run 
typewriters could be introduced into the shops to work these 
linotypes. This would have made the machines exceedingly pop- 
ular with the members of the Typothete, but he realized that 
the printer could do more justice to the new inventions. 

President Lynch has expressed this very view in open con- 
vention. In giving his summary of this situation he said, “One 
of the anomalies of typesetting machinery is that it brought skill 
to the fore. The field for the trained printer—one who under- 
stood his art—is growing greater. Highly trained men, both for 
machinery and elsewhere, are in demand.” (Address 47, Annual 
Convention 1901, p. 11 of Proceedings. ) 

We see then that with one notable exception, machinery is 
reducing the skilled trade to the rank of the unskilled. Just 
how a union’s labor monopoly is broken and how its attitude 
towards machinery is thus determined, we shall seen more clearly 
as we go into our present topic more extensively. We can per- 
haps best sum up our work thus far by quoting from Louis Bell 
Ph.D., who in his “Philanthropy of Self Help” says, “The twen- 
tieth century conception of a machine shop is not an aggregation 
of intelligent workmen, provided with the most efficient tool and 
apparatus that ingenuity can devise, and using them with all the 
cunning that trained minds can suggest. The shop, from the 
present standpoint, is simply a huge machine tool, as void of 
conscious volition as an automatic screw machine, of which the 
intelligent operator is the manager, and in which lathes and work- 
men, drills and inspectors, nutting machines and laborers are on 
one common plane of nonsentient, coacting subordination.” 
(Report—U. S. Labor Bureau No. 67.) That machinery has re- 
duced the skilled industries to the rank of the unskilled and thus 
reduced them to a lower industrial stratum is undeniable ; but this 
in itself would mean little to the union, if not for the attending 
demoralizing and disintegrating effects. The machine can now 
automatically turn out a product as artistic and finished as that 
of the worker with all his skill and dexterity. Since the genius 
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of the inventor has supplanted the ingenuity of the artisan, any 
unskilled laborer can enter a craft heretofore closed to him be- 
cause of his lack of technical and industrial attainments. The 
vast majority of our immigrants are unskilled (Adams and Sum- 
ner p. 81, Labor Problem). In 1903, for example, 46.5% were 
ready to take up any work offered them and were fit for no one 
trade. An additional horde of foreigners, therefore, augments 
our native army of unskilled workers already too large, and pre- 
sents a great menace to the artisans whose crafts are fast be- 
coming automatic. With the introduction of machinery, we find 
a simultaneous influx of unskilled workers and untrained for- 
eigners, which results in a bitter competitive struggle and 
destroys that monopoly of the craft’s labor which the union seeks 
to maintain. 


(To be Continued.) 

















National Bank Earnings 


By J. B. Coox, A.M., C.P.A. 


All national banks, it is commonly known, are subject to a 
visit from official bank examiners at least once a year. In 
addition to this, they must themselves report to the calls that 
come at irregular intervals without warning, five times each 
year, from the Comptroller of the Currency at Washington. 
The statement of resources and liabilities then called for may 
be published in abridged form in a local newspaper; but the 
government requires for itself a fully detailed report. 

With another statement—that of net earnings—the public 
is not very well acquainted, however. This report is not a 
response to the comptroller’s call, but is made at regular periods, 
the dates being fixed by the bank; i.e., within ten days of the 
declaration of any dividend. Another less important report, re- 
quired early in July, annually, gives the names and addresses 
of all the banks’ stockholders. 

The bank earnings report, which is the subject of present 
consideration, is made as the other reports are, on a standard 
blank form supplied by the government. 

It is very brief, being contained in three sections: (1) current 
earnings; (2) undivided profits; and (3) surplus account. The 
first section, current earnings, calls for the amounts of gross 
earnings, operating expenses, premium written off of United 
States bonds, and losses and recoveries of bad debts. 

It is plainly evident that the detail, so well shown in the 
comptroller’s statements of resources and liabilities, is, strange 
to say, almost entirely lacking in this earnings report. This 
is due largely, I think, to the fact that considerations of safety 
and conservatism alone do not demand it. And these have 
constituted mainly the policy underlying the regulations gov- 
erning national banks. There is no reason, however, why the 
income account of a bank should be less significant to the stock- 
holders than that of any other corporation. Interested persons 
often consider the report of earnings more informing than the 
balance sheet. 

But the detail of an earnings report is even secondary in 
desirableness to another consideration which is directly in- 
volved, that is, the system of ledger accounts showing profit 
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and loss. Every bank examiner sees many instances of uni- 
formly well constructed accounts of assets and liabilities, in 
striking contrast to the profit and loss accounts, which are dis- 
similar in different banks, meagre and often unsatisfactory. This, 
however, is not a criticism of the ably conducted Department 
of National Banks. It shows unmistakably the reacting in- 
fluence of reports on the accounts used to make them. The 
fact itself must be granted, and also the desirability of good 
nominal accounts for profit and loss. 

The difficulties of devising a detailed system or form suit- 
able for large and small city and country banks would be no 
greater, probably, in the case of the earnings report than in 
that of resources and liabilities. And private details need not 
be given newspaper publicity to any greater extent than now 
appears in published balance sheets of banks or in the voluntarily 
published income accounts of other corporations. I have not 
attempted any elaborate classification in the following: 


SCHEDULE OF INCOME AND EXPENSE 
INCOME EXPENSE 


I. Interest arising from I. Losses and deductions from in- 





1. Loans and discounts 
a Time 
b. Demand 
2 Bonds, stocks, etc. 
3. Overdrafts 
4. Deposits with other banks 
II. Exchange charged 
1. Customers for collecting 
items payable elsewhere 
2. Banks (and others) else- 
where on remitting for 
local items 
3. Domestic drafts, transfers, 
etc. 
4. Foreign drafts, cable trans- 
fers, etc. 
*(III. Revenue from departments, 
considered separately) 





come 

1. Bad loans 
(Losses, less recoveries to 
be shown contra) 

2. Unpaid overdrafts 

3. Unrecoverable losses from 
burglaries, embezzlements, 
“‘differences,’’ etc. 

4. Premiums written off U. S. 
and other bonds 

5. Interest paid on balances 

6. Interest paid on certificates 
of deposit 

II. Conducting business 

1. Services 
a. Salaries of officers 
b. Directors’ fees 
c. Wages 


*(Other functions assumed, such as savings department, bond department, trust department, 


are only mentioned here. 
are independent of banking.) 


Side ventures, as insurance agent, renting agent, occasionally carried on, 
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IncomME—Cont. ExpENSE—Cont. 
IV. Miscellaneous revenue . Stationery and supplies 
1 and 2. Collections. Similar . Postage (and express) 
to II 1, and 2, except that . Publicity. 
they are not treated as . Dues and donations 
cash . Legal expenses 
3. Rent of safety deposit . Telephone and telegraph 
boxes, storage, etc. . Traveling expenses, general 
4. Rents from real estate . Clearing house fees and fines 
5. Monthly fees for handling . Credit department infor- 


oD ON AM & WY BW 


al 


very small commercial mation 
accounts tr. Bank examinations, gov- 
6. Unclaimed accounts, old ernment and private 
outstanding drafts, etc., 12. Premiums on fidelity bonds 
barred by statute of limi- of officers and employees 
tations 13. Burglary insurance 
7. Protest fees and other fees 14. Taxes on bank note cir- 
for notary and legal ser- culation 
vices in furnishing court 15. Redemption of currency, 
bonds, etc., for customers bad money losses, etc. 
Et cetera. 16. Repairs, and depreciation of 
furniture and equipment 
Et cetera. 


(III. Expense of separate depart- 
ments, see contra.) 
IV. Fixed charges 
Rent 
Taxes on property 


REVENUE 


Interest and exchange provide the bank’s main revenue. 
Interest is collected in advance on time loans generally; but not 
on demand loans until earned. An important accrued liability 
always exists for interest collected in advance, which is not 
shown in the bank’s accounts. Interest on demand loans and 
also on bonds, overdrafts, and deposits with other banks is 
an accrued asset. Exchange received is sometimes entirely off- 
set by exchange paid. Exchange is also received for drafts, 
letters of credit, etc., domestic and foreign, also from selling 
money orders, travelers’ checks, and letters of credit issued by 
the express companies. Miscellaneous revenues have been 
enumerated in the foregoing schedule. 

EXPENSE 

Losses arising from bad loans and from overdrafts are a 

common charge against current earnings, but if extraordinary 
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are considered chargeable to surplus or a special reserve fund. 
A well-tried method of handling losses is to charge off periodic- 
ally a certain percentage, say twenty-five, retaining the items 
finally at a merely nominal value, until the possibility of col- 
lection is gone. Or, set up a reserve or “contingent account”’ 
to take care of them. Losses from burglaries and embezzle- 
ments, when beyond recovery and not met by insurance or 
fidelity bonds, must be charged to profits or to surplus. Interest 
paid to other banks and to individuals, and on certificates of 
deposit, can be treated in the earnings report as an offset to 
interest received. 

The principal expense of conducting business is the cost of 
services. The pay-roll may advantageously be divided ac- 
cording to the nature of the work done or according to depart- 
ments. Stationery and supplies involve a large outlay for 
stationery used by the bank itself and also by its customers. 
Publicity expense nowadays may be the cost of maintaining 
a distinct department for securing new business by advertising 
and solicitation. Taxes on bank note circulation and mutilated 
bills and coin, light-weight gold, counterfeit and uncurrent or 
bad money, all involve frequent small losses. Repairs and an 
adequate allowance for depreciation of furniture, fixtures and 
other equipment should be charged regularly to current ex- 
pense. These and other items are found often in a general 
expense account. 

Rent and taxes on real and personal property are some- 
times provided for in advance by setting aside a monthly appro- 
priation as a reserve fund. Rent received from subletting part 
of the bank premises is often treated as an offset to rent expense. 

The growth of a bank is, or should be, constantly reflected 
by its system of accounts. Every increase in size records a 
more distinct separation of its different functions. By dividing 
the income and expenses along lines corresponding to the sepa- 
rating functions and ultimate departments, a distinct improve- 
ment is achieved over the generalized classification here pre- 
sented. At the first, however, only the independently self- 
supporting departments can be advantageously segregated, as 
suggested in section III of the schedule. 

A later possible departmental classification would be: I. Gen- 
eral management and loans; II. Current business. The first 
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group might comprise management, and the credit, discount, 
legal and possibly the publicity department. The second group 
would comprise the departments of paying and receiving; do- 
mestic exchange (drafts, etc.); transit, in and out; clearing house, 
in and out; messengers; bookkeeping, banks, individuals and 
general; foreign exchange; collections, and auditing. 

A few important differences between the accounting of banks 
and of ordinary business enterprises must be mentioned in 
closing. They chiefly affect the real truthfulness of the bank’s 
balance sheet, but the accrued items, and the others also, 
affect the real earnings. The current expenses of banks for 
stationery, pay-rolls, and so forth are handled on what is often 
termed the ‘“‘cash basis.’’ They generally do not appear on the 
ledger as accounts payable before payment, but are entered 
only when they become paid expense items. Stationery and 
supplies inventory does not appear on the balance sheet, a 
partial offset being current unpaid bills, just mentioned. Ordi- 
nary accounts receivable, if any, do not appear in the accounts 
until payment is received. Accrued interest receivable, on 
demand loans, is an asset; generally it is more than balanced, 
however, by unearned interest collected in advance on time 
loans. Depreciation written off of furniture, fixtures and other 
equipment is often excessive and constitutes pro tanto a secret 
reserve. These ‘non-ledger assets and liabilities’’ should not 
be lost sight of although they are not brought into the bank’s 
accounts nor its statements. 
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The Accounting Profession in the United States * 


By GeorGE WILKINSON, C. P. A. 
*K cs OK * 


It is not alone the vastness of Canada and the wealth of its 
resources that make for greatness: it is the loyalty of Canada’s 
people to the British Crown. It is in no sense of disloyalty to 
the Mother Country, whom you and I all love, that we turn a 
listening ear to the talk, becoming more and more prevalent, on 
both sides of the border, of some sort of an alliance between 
the two great English-speaking countries of North America. In 
this connection it is pleasant for us to remember that the United 
States, Canada’s nearest neighbour, is also her biggest customer ; 
a position I hope we shall always retain. 

Friendly trade relations between these two neighbours have 
grown in the most marvelous degree during the last few years. 
Since the Dominion, following the example of the States, has 
protected her own trade by building a tariff wall, American capi- 
tal has established itself in the Dominion in various kinds of 
manufacturing and industrial enterprises to a phenomenal ex- 
tent, and nowhere so much as in this province of Ontario and in 
this great city of Toronto. 

English capitalists and manufacturers, slow to see the 
awakening of Canada due to the unprecedented influx of the 
right kind of population, have been outstripped by the wide 
awake, optimistic, enterprising and resourceful Yankee. I have 
seen it stated that in 1906 “there were invested in industrial 
concerns in Canada $25,000,000 of American dollars.” I should 
not be surprised to learn that the investment to-day was fully 
twice that amount. 

James J. Hill, our veteran railway builder, who is well ac- 
quainted with the conditions in the north-west, and whom we 
regard as quite an authority on matters agricultural, told us some 
time ago that “ one out of every five people born in Canada now 
lives in the United States, but Canada is rapidly getting them 
back.” For years there had been a serious leakage of young people 
from the older provinces of the Dominion to the United States. 
But to-day the Canadian Hand-Book, issued with the authority of 


* Part of an address at the Annual Banquet of the Dominion Association of Chartered Account- 
ants, Toronto, July 15, rgro. 


339 











a +. 





The Journal of Accountancy. 


the Minister of Agriculture, at Ottawa, assures us that, during the 
last five years “there has been practically no emigration from 
Canada to the United States.” 

The Canadians we have in the United States are largely 
office men, while the American citizens you are taking back to 
the Dominion are almost entirely agriculturists. They tell me 
also that each family of American farmers that crosses the 
border and enters the great north-west, carries with it, in money 
or equipment, an average working capital of a thousand dollars. 

Here lies a great element of strength for Canada. What 
you need to develop the vast agricultural resources of Canada 
and what we need to develop those of the United States are 
more competent farmers. This is the very class you are drawing 
away from us. We hate to lose them, but what is our loss is 
your gain. 

I am told that 200,000 Americans, practically all farmers and 
their families, have gone across the border and settled in Sas- 
katchewan. What an influx of useful citizens this means! 
Imagine if you please, what it would mean to the Dominion if 
you could each year exchange 100,000 cheap bookkeepers and 
clerks, from the older provinces and turn them into as many 
qualified farmers and producers, located in the wheat belt. 

We in the United States look to Canada with the utmost con- 
fidence for her future. We cannot help thinking how mighty 
fine it would be if we could arrange something equivalent to a 
partnership agreement between these two great nations. 

* * * * 

But I came here to tell you, in a general way, what we have 
accomplished in the United States in the direction of organizing 
into a profession the calling of which all of us—and not the least 
our ladies—are justly proud. We have a big task, but I believe 
we have accomplished a good deal more than half of it. 

In the United States you know our professional designation 
is a somewhat cumbersome three-word mouthful—“Certified 
Public Accountant”—abbreviated into the three initial letters “C. 
P. A.” It is perhaps worth while at this point to explain how 
we came to be handicapped with such a name as this. 

In December 1895, when the movement to secure state legis- 
lation was first started, the Empire State of New York took the 
lead in securing the passage of a state law to establish what we 
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are now pleased to call the “C. P. A. Degree.” The Regents of 
the University of the State of New York are in charge of all 
educational matters in the Empire State. It is under the guidance 
of these Regents that examinations are held for all the degrees 
and professional designations authorized by the State. They had 
therefore to be consulted in regard to the professional designation 
we were seeking. 

Right early in the movement thus to legalize our calling, a 
discussion arose in Albany, the capital of New York State, as to 
what term should be used. The first suggestion was “certified 
accountant,” with the designating initials “C. A.” But it was 
pointed out that an old established right had been vested in the 
Institute of Accounts (formed in 1882) to grant the title “ Certi- 
fied Accountant” to those who should pass the Institute’s own 
examination—just such a charter right as your Canadian So- 
cieties now enjoy. 

Moreover, the title of “Certified Accountant” was thought 
to resemble too closely the English and Scottish title of 
“Chartered Accountant.” And as several British “A. C. A.’s” 
and “C. A.’s” had successfully established themselves in New 
York City, it was decided not to use the words “Chartered Ac- 
countant” in any form, so the clumsy three-word designation 
“Certified Public Accountant” was chosen. Thus we are des- 
tined to be burdened for the rest of time with this ill-sounding 
designation. 

Beyond the bare establishment and protection of a title, State 
Legislation does not go. In no single state is there a law com- 
pelling companies to have their accounts audited. In no single 
state have we a law prohibiting any person from practicing as a 
“public accountant,” or as an “expert accountant,” or as a “char- 
tered accountant.” 

It is interesting to note to what relative extent this move- 
ment to legalize our calling in the United States—which is what 
we call “the C. P. A. Movement”—has taken hold. 

You know we have forty-seven states in our Union. 
Each state has its house of representatives, its senate and its 
governor. So in each of these forty-seven states we have a 
three-cornered trouble to deal with. As I have said, we have 
secured the enactment of C. P. A. laws in twenty-two of these 
forty-seven states. I am glad to be able to tell you that these 
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are the most important. They comprise fifty-five million inhabi- 
tants, which is more than sixty-per cent of our entire population. 

Among the states which have so far mot secured legislation, 
there are half a dozen states, with an aggregate population of 
twelve millions of people, where societies of accountants have 
been formed, and where efforts to secure legislation have been 
made. In each of these states, efforts will be continued until 
successful. Besides these there remain nineteen states where no 
organization of accountants has been attempted. These include 
the three northernmost New England states, seven of the south- 
ern states; and eight prairie states. So far as I know there are 
very few, if any, public accountants in these remaining nineteen 
states. 

One great advantage we have achieved by the organization— 
first of THE FEDERATION and subsequently of THe AMERICAN 
AssocIATION (which took over the work of the Federation in 
1905) ; that is uniformity of C. P. A. Laws. 

While the details and the mode of administration vary to a 
small extent, in the different states, the principles involved are 
the same in every one of the enactments. After the Federation 
took hold and especially after the Congress of Accountants, there 
was no longer any doubt what the title for our profession was to 
be in the United States of America. 

The twenty-two laws we have obtained are very nearly uni- 
form. They are strictly so in the most important particulars :— 
(first) the titlk—“C. P. A.,” (second) the examiners are se- 
lected from the organized bodies of accountants and from mem- 
bers of the legal profession; (third) the penalty; an un- 
authorized person making use of such title or the initial letters 
“C. P. A.,” is guilty of a misdemeanor, which is punishable by 
fine or imprisonment. Thus you see we have a uniform title 
established and protected by specific state laws. 

So I think you will agree with me that, so far as state legis- 
lation is concerned, we have got the task well in hand. We 
have, so to say, got its back broken. 

* + * . 

It is just six years ago that we first had the pleasure of meet- 
ing representatives of the Canadian Societies at our congress of 
accountants, held at St. Louis, in connection with the World’s 
Fair in 1904. The question that was then most prominently be- 
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fore us was that of securing state legislation. At that time there 
were seven C. P. A. states; to-day, as we have seen, there are 
more than three times as many. 

Since that time the organization of the profession has ad- 
vanced to another phase. The one has grown out of the other. 
The question that confronts us now is not at the state capitols, so 
much as at the doors of the several state boards of examiners. 
What shall be the scope of the state examinations and how shall 
these be maintained at a suitable standard? A further question, 
growing out of that is, how shall the young men, who are to form 
the rank and file of the profession in the future, be suitably edu- 
cated to take the state examinations and to qualify themselves as 
useful servants to the public—literally as public accountants? 

These are the questions to which we are now addressing our- 
selves in more than two score of states. 

And how are these two questions being answered? 

First as to the standard of the examinations. I know, from 
contact with other examiners, that the maintenance of a high 
standard of examinations is being striven for by a large group 
of earnest, resourceful, public spirited men, selected from the 
very best each state affords. 

To aid in this direction there was formed two years ago, at 
Atlantic City, the National Association of Certified Public Ac- 
countant Examiners. This new organization has not, as yet, 
made itself felt, but its objects are good. 

It is not an easy problem and little can be done at present to 
standardize the examinations. What would constitute a fair 
examination of candidates for the C. P. A. title in Montana or 
Utah, might be suitable to the first year student class in New 
York or Pennsylvania. But standardization is coming. We 
have the skeleton now. The details we must fill in, year by year, 
as we grow in age and experience. 

Second as to the education of the student. Our most earnest 
hopes are bent in this direction. 

In New York and Pennsylvania, university authorities have 
had this matter in hand for several years and candidates are be- 
ing properly educated for the profession. In these two states 
night schools, with many separate classes have been organized 
and hundreds of students are enrolled at the present time. These 
students are devoting their leisure hours, for three and, in many 
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cases, four nights a week, throughout a long season of work, to 
the study of accountancy subjects and commercial law. A ma- 
jority of these students are intending to take the C. P. A. Ex- 
aminations. In like manner, but of a more recent growth, simi- 
lar work has been started and is well under way in the states of 
Missouri, Ohio, Colorado, Illinois, Wisconsin and California. 

In addition to the schools and colleges in the states named, 
the Young Men’s Christian Associations in several of the larger 
centers and in many of the smaller cities have organized classes 
in accounting and allied subjects for the benefit of their mem- 
bers. 

While on this subject, I would like to emphasize the fact 
that an interest is being manifested in Accountancy education 
in the United States by Educators, Professional Men and the 
Business Community generally in a manner undreamed of ten 
years ago. 

We have it to the credit of our profession that this educa- 
tional movement has been inaugurated by members of our own 
professional societies. This work was initiated in 1900 by the 
late Charles Waldo Haskins, who, on behalf of the New York 
State Society, organized the first evening class for the study of 
accountancy subjects, at the School of Commerce, Accounts and 
Finance, held in connection with New York University. 

Very soon afterwards certain of the members of the Pennsyl- 
vania Institute of Certified Public Accountants inaugurated 
evening classes for the study of accountancy and for the prepa- 
ration of students for the C. P. A degree. The first of these 
classes were held in the offices of Lybrand, Ross Bros. & Mont- 
gomery. These classes were afterwards turned over as a going 
institution, to the Wharton School of Accounts and Finance, held 
in connection with the University of Pennsylvania. 

Nearly all of the students of these accountancy classes, not 
only in New York and Pennsylvania, but in other centers named, 
are men actively engaged in business during the day. Some of 
them are well advanced in years. From the lecture platform I 
have personally noticed in these classes a few ladies and several 
Japanese. 

Our present serious handicap is the want of competent in- 
structors. What these accountancy students need is close con- 
tact with practical public accountants, men of experience, rather 
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than tuition from young fellows who are little more than school 
teachers. This need has been supplied in New York by some ot 
our best reputed C. P. A.’s accepting the call and joining the 
Faculty of the New York University School. Elsewhere the 
need has been met to only a small extent, partly in this same way, 
and partly by occasional lectures by Certified Public Accountants. 

We are fond of saying to one another, in and out of meet- 
ings, that we are members of a Profession. We had a learned 
discourse from one of the chiefs of our Educational Department 
in the City of New York, some few months ago, on the subject 
of “What Constitutes a Profession.” On the specifications sub- 
mitted categorically by Doctor Stevens, we have formed the 
opinion that we surely are a profession—at least in the older 
states. Some have gone so far as to claim that it is a learned 
profession, but of this I really have the gravest doubts. You are 
well aware that you cannot legislate a business calling into a 
profession, even if it does require study, skill, perseverance, 
individual application and moral character. 

It goes without saying that what constitutes a “learned pro- 
fession is learning—education—not legislation. I took occa- 
sion to say at the Congress of Accountants that “The more young 
men who enter the profession through the door of which the Ex- 
aminers hold the key, the stronger we shall become as a pro- 
fessional class.” 

What report have we to make in this regard? In the state of 
New York 176 C. P. A. certificates, all told, were issued under 
what is known as “ the waiver clause,”’ while some 260 candidates 
have passed the written examinations prescribed by the Univer- 
sity under the statute. In Pennsylvania a similarly favorable re- 
port can be made; that is to say, the number of candidates who 
have successfully passed the written examinations prescribed by 
the State Board far exceeds the number of old practitioners to 
whom certificates were issued in respect of their past experience 
and qualifications. 

In other states the figures are somewhat less favorable but 
the process of elimination and of the survival of the fittest has 
begun. In twenty states the waiver is closed and there can be 
no more coming in except “through the gate of which the Ex- 
aminers hold the key.” We are still in the position you were in 
prior to 1896, that is, in case of any dispute with a client, we 


345 











The Journal of Accountancy. 


are compelled to show, by responsible evidence, that the rates 
charged for our services are reasonable, and are the prevailing 
rates for like services in the county where litigation is had. 

We learn that the Montreal Association made an unsuccess- 
ful effort to secure an act of Parliament in Quebec to extend to 
Chartered Accountants the secrecy of professional communica- 
tions. At the last two sessions of the legislature of the state 
of New York, we made an attempt in this direction; that is, to 
secure for Accountants the same rights of privileged communi- 
cations as Doctors and Lawyers now enjoy. But we met the 
same fate as your attempt did at Quebec. In no other state has 
this legislation been sought. 

So far I have told you what progress we have made in the 
United States of America in securing state legislation and in 
working out some of the problems that arise in this regard. In 
another way, we have done a great deal of work; that is, in the 
organization of voluntary Societies and Associations of Account- 
ants. This work has been faithfully carried on during all of the 
last thirteen years. 

The first state society to be so formed, was in New York in 
1897, immediately following the passage of the first C. P. A. 
Law. Illinois and Pennsylvania followed the lead within a few 
weeks. Other Societies came along, a few being added each 
year, until we have now societies in twenty-three different 
states. I am glad to be able to tell you that all these societies 
are members of the National Organization. 

There are but three states—Florida, Nebraska and Utah— 
which have secured the passage of C. P. A. Laws, where no so- 
cieties have so far been organized, and it is only a matter of a 
little time when the accountants there, what few there are, will 
get together and organize Societies and at once come into the 
National Order. 

The American Association, you wil! remember, was 
organized in 1887. For the first few years it fulfilled its mission 
as a National Association, having among its members a few 
practicing public accountants scattered throughout the country. 
An overwhelming majority of its members resided in or near 
New York and did business in that city. The governing body 
was chosen from New York accountants, and all the meetings 
were held on Manhattan Island. 
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I remember, at one of the annual dinners of the American 
Association, some years ago, the first President, the late James 
Yalden, remarked, in the course of an after-dinner speech, that 
for many years, in its middle life the American Association had 
almost gone out of existence, and was practically a “dead dog 
in the gutter.” 

In September 1902, all the then existing associations and so- 
cieties of Accountants, in the United States, were invited to 
attend a conference at the National Capitol, in Washington, 
D. C. The conference was well attended and from the first was a 
grand success. We then formed a National organization, whose 
full name was “The Federation of Societies of Public Account- 
ants in the United States of America.” With a single exception, 
it included all the state Societies then in existence. That was 
the real starting point of the movement to nationalize the ac- 
countant societies. 

Twelve different state societies became members of the Fed- 
eration and as many more were organized, or partly organized, 
throughout the country through the influence of the Federation. 
Much talking had to be done in making this movement, but the 
actual work accomplished is shortly told, when I say that we 
preserved the old name of the American Association, (taking 
care of all its old members as individuals) and adopted, as nearly 
intact as possible, the form of organization and of government 
of the Federation, which then went out of existence. 

Since that time, the National order has grown stronger and 
stronger each year, until now, as I have told you, we have 
twenty-three societies and a total of over nine hundred mem- 
bers. 
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A Study of Industrial Corporation Balance Sheets 
By Joun Noone, M.C.S. 
PART  II.* 


THE MIDVALE STEEL COMPANY 


The Midvale Steel Company was incorporated under the laws 
of Pennsylvania, in 1881, to succeed to a steel manufacturing 
business established in 1866. Its works are located at Nicetown, 
near Philadelphia. 

In form the company’s balance sheets are good. They are 
informing in a far greater degree than is usual in an industrial 
corporation balance sheet. (See page 350). 

It appears that in the fiscal year ended October 31, 1907, 
the physical properties of the company were appraised, and that 
the new figures were placed upon the books. Probably it is the 
usual experience of conservative manufacturers whose plants 
have been appraised by one of the appraisal companies that the 
latter’s figures are in excess of the owner’s book values. If this _ 
is true in the case of The Midvale Steel Company it is likely the 
surplus shown by the company’s books represents somewhat 
more than operating profits withheld from distribution. 

The rates of depreciation upon the wasting assets are of 
interest. Examination of the figures for the fiscal year ended 
October 31, 1909, shows that 2% % was deducted from buildings, 
7%% from plant and machinery and 10% from the smaller tools 
and miscellaneous equipment. These percentages are recognized 
as probably sufficient for the classes of property affected; and 
the base upon which is calculated the amount to be allowed— 
diminishing value—is probably the best one the company could 
employ, for it makes the charge heavier in the earlier years and 
smaller in the later ones, when maintenance charges are in- 
creased. It would be well to state the precise percentages in 
the balance sheets. 

Patterns, which are carried upon the books at a fixed sum, 
the company states do not fluctuate very much, and additions 
and renewals are charged as an expense of the business. 

Good will is not carried upon the company’s books as an 
asset, but is a calculation of the certified public accountants who 
act as auditors for the company, and represents two and one- 





* Continued from the August JouRNAL OF ACCOUNTANCY. 
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half times the average annual profits for a period of five years. 
At the time the estimate was made, therefore, the average 
profits were in excess of $1,000,000.00 annually, although, as 
will be noticed, they were materially less than this amount in 
1908 and 1909. Since good will is shown upon the company’s 
balance sheets, but not upon its books, the surplus which ap- 
pears upon the balance sheets is in excess of the amount shown 
by the ledger by the valuation put upon the good will. 

The inventories are well stated. It is interesting to note the 
extent of the work in process in each of the years, especially 
when there is an inclination to regard inventories as a quick asset. 

Perhaps the most noteworthy feature of the company’s 
balance sheets is the relatively small amount of the capital stock. 
It is less than the average yearly profits upon which the good will 
was calculated, and is but about one-twelfth of the fixed assets 
exclusive of good wili. The extent to which earnings have been 
retained in the business is, of course, obvious. 

The company’s dividend policy can scarcely be commended. 
The balance sheets show that in the three fiscal years 1907, 1908 
and 1909, the company paid 27% %, 10% and 20%, respectively, 
an annual average of about 19%. Of course, in one or more of 
the years special dividends may have been paid; but the fluctua- 
tions indicated are very wide, and good financial management 
requires stable and regular dividends. 

The company is a large, although not an excessive, borrower. 
Its average outstanding bills payable in the three years to which 
attention is being given was probably in excess of $1,000,000.00. 
In view of its borrowings, and of the size of its surplus reserve, 
it would seem, theoretically, wise corporate policy for the com- 
pany to increase its capital stock, giving to the stockholders the 
right to subscribe for the new stock at a price less than its worth— 
a privilege of which they would doubtless gladly avail themselves 
if at all possible—and thus obtain needed working capital. And, 
theoretically, it would also seem sound corporate policy to declare 
and pay a “stock dividend”’ sufficiently large to raise the amount 
of the capital stock more nearly to its proper level as indicated by 
demonstrated earning power. Probably this policy does not 
appeal to the interests in control of the company, however, for a 
leading financial manual states that a stockholders’ meeting 
called for July 18, 1907, to act upon a proposal to increase the 
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capital stock to $9,750,000.00 “indefinitely postponed”’ the 
proposition. 

It will be observed the company itself carries a portion of its 
fire risk, and has specially invested $100,000.00 in bonds of the 
Pennsylvania, Reading and Lehigh Valley Railroad companies. 

A statement prepared to show the company’s working capital, 
similar in form to the statements accompanying the studies of the 
balance sheets of National Biscuit Company and The New Home 
Sewing Machine Company, follows. It will be noticed there is an 


excess of quick liabilities. 
A Statement prepared to show the WORKING CAPITAL of The Midvale Steel Company 











1907 1908 1909 

a aia aad ata ninlh wierd ad 6% $183,326.53 $87,541.69 $109,412.28 
A. 8 te ob ike ee ee 27,558.50 6,559.05 27,141.98 
Accounts Receivable.............. 955,401.14 779,268 .03 1,073,867.15 

$1,166,286 .17 $873,368.77 $1,210,421 .41 
Accounts Payable................. $788,224.85 $395,590.09 $371,202.06 
il aes Ol ln 1,200,000 .00 875,000.00 1,125,000.00 
Sundry Commission Accounts...... 375.27 167.79 163.99 





$1,988,600.12 $1,270,757.88 $1,496,366 .05 








Excess of Quick Liabilities......... $822,313.95 $397,389.11 $285,944.64 
Percentage of Quick Assets to Quick 
IE wot ts eek ekermk whee 58.7% 68.7% 80.9% 
BALANCE SHEET OF THE MIDVALE STEEL COMPANY 
ASSETS 1907* 1908* 1909* 
Property: 
ER re pe $248,500.69 $248,500.69 $248,500.69 
Ng a yi aaa ane aun ae 2,573,700.71**  2,576,909.40 2,503,164.04 
Additions in the year..........: ; 3,208.69 15,128.83 
__ $2,576,909 .40 $2,518,292 8, 
Reduction in 1908.............. 6,248.43 


: $2,570,660.97 
Rc nass S00 se sidaxess 67,496.93 62,579.10 





$2,503,164.04 $2,455,713.77 





Plant and Machinery............ $6,106,819.06** $6,611,061 .17 $6,533,445 .84 
Additions in the year........... 504,242.11 489,436.42 367,173.74 





$6,611,061 .17 $7,100,497 .59 $6,900,619 .58 





IO, tiie dw aleuiuba wwe oacia 567,051.75 490,008.44 





$6,533,445 .84 $6,410,611 .14 

















ER re ere $519,943.29 $519,943.29 $502,475.30 
Additions in the year........... 44,381.28 29,864.99 
ae $564,324.57 $532,340.29 
ee, cu dn ddan dadwaes 61,849.27 50,247.53 
$502,475.30 $482,092.76 

Office and Miscellaneous Equip- 
EO EE ET $24,542.48** $30,599.08 $26,833.05 
Additions in the year........... 6.056.60 11.00 306 .96 
$30,599.08 $30,610.08 $27,140.01 

*Fiscal Year ends October 31. *** As appraised.” 
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EE Ee 3,777.03 2,683.31 
$26,883.05 $24,456.70 
EN ae $200,000.00 $200,000 .co $200,000.00 
$10,187,013 .63 $10,014,418 .92 $9,821,375 .06 
SN iiss casecetdewsadane $2,682,840.00 $2,682,840 .00 $2,682,840.00 
Inventories: 
Worked Material............... $1,839,456.26 $1,657,751 .51 $1,983,072 .84 
b  cDcwtoe ning YE 389,132.10 378,399.82 527,910.19 
I 6a5 cha bind fesse oces 333,134.91 272,470.28 244,507.43 
EL Shine 0 aadas 6b R ae hase xO 19,654.05 46,072.30 66,352.59 
UE dvcincitudaheod asain ania ban 45,865 .92 43,660.32 58,478.04 
$2,617,243.24 $2,398,954.23 $2,880,381 .09 
Bille Receives, «0... 0.000000. $27,558.50 $6,559.05 $27,141.98 
Accounts Receivable............ 955,401.14 779,208 .03 1,073,867.15 
$982,959.64 $785,827.08 $1,101,009 .13 
Cash in banks and on hand...... $183,326.53 $87,541.69 $109,412.28 
Se RP eae 44,480.00 
Investments, Fire Insurance 
I ha Gadde hik wees aemen 100,000.00 
$16,663,383.04  $16,014,061.92 $16,695,017 .56 
The Midvale Steel Company 
LIABILITIES 1907 1908 1909 
I IS cing k ng nakadssgencx $750,000.00 $750,000.00 $750,000.00 
EEE ETT SOF $1,200,000 .00 $875,000.00 $1,125,000.00 
Accounts Payable................ 788,224.85 395,590.09 371,202.06 
Sundry Commission Accounts...... 375.27 167.79 163.99 
$1,988,600.12 $1,270,757.88 $1,496,366 .05 
Fire Insurance Fund....... ere $100,000 .00 
SURPLUS ACCOUNT............ $13,383,225.84  $13,924,782.92 $13,993,304.04 
Fire Insurance Fund, amount 
re ae 50,000.00 
$13,943,304 .04 
Less adjustment in bar steel inven- 
BU Aecdswasousdsededeaeeuns 167,121.60 
$13,216,104.24 
Less adjustment, per report........ 162,750.93 
$13,762,031 .99 
Profit for the year................ $914,928.68 $306,272.05 $555,347.47 
Less Dividends paid.............. 206,250.00 75,000.00 150,000 .00 
$708,678 .68 $231,272.05 $405,347.47 
Balance of Surplus Account........ $13,924,782.92  $13,993,304.04  $14,348,651.51 
_$16,663,383 .04 $16,014,061 .92 $16,695,017.56 
Contingent Liability on Bills ews 
ceivable discounted....... $22,815.36 $9,979.78 
***The Investment is in bonds, as follows: 
Pennsylvania R.R. Co. 3 %% Gold Convertible Bonds... ... $25,000.00 
Reading Co., wy Central Collateral 4% Bonds.......... 25,000.00 
a ote . & R. Coal & Iron Co. Collateral tpetor non 
RAR ED AMER BEES eG RES he 25,000.00 


25,000.00 $100,000 .00 
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THE BUTTERICK COMPANY 


The Butterick Company was incorporated under the laws of 
New York, January 15, 1902, to engage in the printing and 
publishing of fashion magazines. The authorized capital stock 
was $12,000,000.00. On October 19, 1909, the stockholders 
authorized an increase of the capital stock to $15,000,000.00. 

The company presents annually comparative balance sheets 
for two years, each balance sheet showing in outer columns the 
increases and decreases in the items of the year last ended over 
the preceding year. (See page 352). 

The assets, “real estate and improvements, and machinery 
and plant,’ show relatively small changes, the former tending to 
decrease, the latter to increase. The former may be attributed 
to ‘writing down,’ or, possibly, to sales; the latter, to additions 
to care for business offered. 

The asset, “patents, good will, contracts, copyrights, trade 
marks, etc.,”’ the company appears to regard as its most valuable 
one; and while the amount is very large, this condition is not 
unusual in a publishing business. The good will of a publication 
(The Butterick Company has three: “The Delineator,’”’ “The 
Designer,’’ and ‘‘ The New Idea Woman’s Magazine’’—its “‘trio’’) 
which is widely read, which possesses the public confidence, and 
whose circulation is growing is often far more valuable than its 
physical properties. It is a conservative policy, however, and 
the better one in dealing with assets of this character, to write 
them down liberally, for they shrink rapidly as profits decline. 
The relatively slender surplus of the The Butterick Company, 
of course, precludes any material writing down at the present 
time. 

Bonds and stocks owned are presumably capital assets, but 
no detailed information is given respecting them. 

Subsequent to the new issue of capital stock, in 1909, The 
Butterick Company and Ridgway Company were consolidated. 
Holders of the stock of the last named company received three 
shares of The Butterick Company stock for one share of Ridgway 
Company stock. The operations of the two companies are 
separately kept. According to The Butterick Company’s report 
for 1909 the company received on December 1, 1909, a quarterly 
dividend on 7,880 shares of Ridgway Company stock of $19,- 
700.00. This is an annual rate of 10%. 
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Accounts receivable are very large in amount, although they 
show a tendency to decrease. Probably the indebtedness is 
chiefly for advertising, but more information concerning it 
might be interesting. No provision appears to be made for 
possible losses due to bad debts, although it is barely possible 
the losses are charged against “reserve for depreciation.”’ 

The asset, “merchandise manufactured and in process,” is like- 
wise large, and more information relating to it would be of interest. 
To what extent does it include “ back numbers,”’ and at what valu- 
ation? At what valuation are magazines “in process’’ stated? 

It is of interest to note the amounts set aside annually by 
the company for depreciation, and they are shown in the follow- 
ing table. In view of the amount invested in real property and 
in plant and machinery, it is perhaps doubtful whether the allow- 
ance in any one of the years is adequate. Probably there can be 
no question as to the inadequacy of the allowance in 1907. 

Reserve for 


Year Depreciation 
I octi cee kd oc cdens cavads 02 534 AG cbse eebS cu eeab oss $67,964.28 
EO Yee ee Es ee er hore hoe) aan 4,969.52 
| PTT E See ee Te Tee eee Tee eee Te Ee Tere 83,842.39 
| A Ae rr, ee ee rrr s fe ree er eee eee eee 96,894.71 


In the year 1907 the company paid in dividends more than 
$100,000.00 in excess of the year’s earnings. Possibly there is 
some connection between this fact and the small amount allowed 
for depreciation. 

It is also of interest to note the dividend policy of the com- 
pany which, for four years, is disclosed in tabular form below: 


Annual Dividends 
Year Earnings Paid 
IN ok ts cet iv phere Macaca oie ildk hae aban $360,511.22 $480,000.00 
1 RE ee ee re ey 259,077.85 360,000.00 
OTT Te eee ee er re ee 341,546.52 180,000 . 00 
Sink os 5d 0 ss 0cnne ee eeaeranenss 473,356.91 287,730.00 


The rates paid in the several years are, respectively, 4%, 3%, 
1%% and 2%%. It will be noted that in the years 1906 and 
1907 the company paid in dividends more than it earned. The 
extent to which this course depleted its working capital is 
shown upon page 352. In the years 1908 and 1909 the policy of 
paying dividends not earned in the year was changed, and the 
company added slightly to its surplus. 

It will be observed that in 1909 the company had no out- 
standing bills payable. 
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AMERICAN CAR & FOUNDRY COMPANY 


American Car & Foundry Company was incorporated under 
the laws of New Jersey, February 20, 1899. It owns and operates 
manufacturing plants in New York, Pennsylvania, Illinois, 
Indiana, Michigan, West Virginia, Tennessee, Missouri and 
Delaware. 

No partial analysis of the company’s capital asset account 
is accessible, and the extent to which intangible properties are 
included in the amount cannot be stated. The company owns 
more than three hundred patents, however, some of which are 
doubtless of great value, since it is claimed they afford protection 
“in every detail of car construction.”’ Very likely, in part at 
least, the patents have been capitalized. 

The company’s inventories are taken “at cost or less, and not 
in excess of present market prices.’’ The heavy reduction in the 
amount in the years 1908 and 1909 is attributable to a falling 
off in business. President Eaton says in his 1908 report: 


The number of car orders on hand at the close of your fiscal year was 
the smallest in the history of your organization. This was due solely to 
the general business depression and condition of financial unrest, the 
first effects of which are always shown in the railroads’ retrenchment in 
the purchase of new equipment and rolling stock. 

Substantially the same conditions prevailed one year later, 
according to the report for the fiscal year ended April 30, 1909, 
except that the outlook was stated to be much improved. It is 
clear, of course, how dependent is the company for its prosperity 
upon the prosperity of the railroads, although both are not 
necessarily prosperous at the same time, for railroad earnings 
must first rise materially, and a further surplus must be ac- 
cumulated, before the carriers will ordinarily feel warranted in 
placing extensive orders for equipment. The preferred stock of 
the company has a preference as to assets in the event of a dis- 
solution of the company. 

That the management of the company has given very careful 
attention to the subject of working capital may be inferred from 
the following quotations from President Eaton’s letter to the 
stockholders, which forms a part of the report for the fiscal year 
ended April 30, 1908. 

Conditions recently obtaining in the industrial world have served t° 
emphasize the soundness of the policy to which your company has com- 


355 








“8}O8SB FOMGH) JOA SarjyIqety YFOMH jo sseox7} ., Soyddng pue speusyep, pue spoos poysrury ,, ‘poyyeo St yosse sty} 6061 10; yIOdayY FY} Ula» 


‘of ounf Spua 189% [POST y 





















































go Soe'Sli'sig EL‘ WSc'ool'Si1g jl Slo‘roS‘1¢ 4£6° coo'f ib bg re, < PSPS ee eer ee ee Ee IVLIdVO DNINYOM 
16° ¥rQ'Qr6'rg oS S¥r‘gze'og cb Sog'cfi'beg QS SEL REL‘ org 00° Stg‘oSL‘org 
00° 000‘'000'! 00° 000'000'! oft’ coo'rll eee eee wee ore eee wwee “ee ***** *SAIISOY souBINsUy 
00° 000‘OS 1 ©0° c00'oS 1 00° 000‘o00f Ce tate aan Oe eee oe oe **y07g UOUIUIOD UO puaprIAIC] 
00° 000'SeS 00° 000'Ses 00° 000'SzS 00° 000'SzS aha ime S hg hae es ****""¥903G pellejelg uO pueprAIC 
€¥° cSg‘ool 19° Sof‘e6s rf oSe'lev “eee ee ee ee) dadvlsmsiciity Aed 
16° ¥eo'1Le'eg os: Str'iss'vg 6L‘ o1o‘leg‘izg $6°696'612'61¢ 69° glS‘Ezt‘org “er ewe eee eee eee eer ee eee eee **s1aqono, pelipny 
6° 6gg'Iz1‘org Ec oov'og6'1zg Sz o61'1fo'crg £g cle'se6'sig €L  oSh'gor'trg 
00°000'00L'‘S ee pyisodeq jo sayeoygiiies queg 
gt: LoS‘gtl ¢s- Log't€L €s- LEE'rHg e€s- Lgeg‘oge'r ge* Lgl‘eve'r ey spuog pues S4I01S$ 
26° voo'HL‘g C6 OL‘ L6L‘Lt gz EvS‘vor'gr 1¥°66L'gSo'cr ee 9 9. ee ee nee ree a IIQBAIBOeY SeION pue sJUNODOW 
i, Lo LLE‘6E6' Hg gl 1gS‘LSb'eg vr Got‘ece'eg 69° S¥o'Sg6'1¢ £L° ovg'Sgo'eg “ee ee ee wenn eee ee yseg 
= 6061 go6r Lo61 9061 So6r 
= ‘ANVAUWOOD AYAGNNOd ¥F AVO NVOLAANV 
3s IVLIidV) ONTHHOM AO LNANALVIS 
> 
: Rr GEM HIG'COg Sg cOLEbg'z6g Exc S6P'Sgri‘vorg QoQ 6cH'ISH'H6g Le 692 905 fgg 
S fo glo‘tgS‘ee SE Lve'lot'ee I *6zQ'cSS‘6r er v6o'fr1r' er Le’ wer'sslier ee ee “eee eee ewe eee sn din 
bo $ 18 $ $ t [ding 
00° 9000'009 00° 000009 * *perBpep sve puv usyM ‘F903G UOWIWIOD UO spuspliAigq 107 va 
— Sg’ wSr‘gtr'r ee el Kl ee SUL EO > eae SURI IBD 19915 0} SUOCITIPpy Pure jo UOTJONIYsSUOD Ye) 
S 6° 1gS‘ogr'r 00° 000‘0SQg'r “*"@0UBUSUIeP PUB SJUSUIAAOCIAdWIT ‘BuyNneys2AG [eloeuer) ~” 
00° 000‘00S 00° 000'o0S EE ee quelg uo wWuruyt O aug eseyoIng JO 
> Id TM 3 Wd yond JOq 
= 00° c00'e00'! 00° 000'000'r oc coo'wLL sits ne ne eee ere eee ce ees Tess" *g9uBINSUT JOg 
R :SJUNODIY IA1ISaY 
S 00° 000'oOSI 00° 000'oSt eee ee eee (Ne slg. SOROS er ee ee 401g UOWUWIOD UO pueplAICq 
S 00° 000'SzS 00° 000'Sz$ 00° 000'Sz$ ee fs ee SS ee ares ete 4901S pelisjoig uo puspiaiqg 
SS xxxx xxxx €v- zSg‘gol 19° Sof't6S 1f*gSze'Ler re ee sy}OW Aed 
16° Peg'ILe'f oS Sbr'iss‘y 6Lo1o'leg'izc $6°696'612'6r 69° glS‘Ezf'or "sere ees* (Qnp jou) sqeAeg Saj0ON puB si9yONOA poyipny 
& SaIPIqery JuaiND 
= 00° 000‘c00'of 00° 000'000'oft 00° 000‘000'o£ 00° 000‘000'of | Ft ek See ees eee eee eee “*** "99035 JBIIdeD UOUIUIOD 
Ww oo: 000'000'of$ °oo° 000'000'of$ oo° 000'000'of$ 00° 000'000‘of$ 00° 000'000‘of¢ eeeeeeeess Coes eereeseeseseeseeeses 4203S jeudeg peslajaig 
SaILITIAVI'T 
Bt GEV HIG COE Sg COE Hg’ c6g Ex S6W'Sgi'voIg go 6ch'ISH'H6G Lz 6gz'goS‘Egs 
LL°QoG'1€L'Seg WE ogg'ogg'lLeg gt Sg6'Elo'1rg vz OSH'GLO'SES Sg oLG‘oor'Szg 
Lo LLE‘*6E6'b gl 1oS‘LSr'e th Golt'cce'e 69° S¥O‘'Sg6'r €L° ovg'Sgo't er ee eee eee eee eeee ence (mee 
co: 000'0oL'$ eee e eee eee eeeseseseeeseses qsodeq jo SezBoyttied yueg 
RE LoS‘gtz ES*Log'reL €S° LEe'rrg €S° Leg‘oge'r a ee eee eee ee satuvduiod 139430 JO spuog pue SyxI01G 
£6 Voo'rHL'g eG ol‘ L6l‘Lt ge EvS‘vor'gt 1¥' 66L‘gSo'cr rn . . 2 PRO Tes tee ee eee FIQBAIZI9Y S9ION pus sjUNODDYy 
Og’ QIO‘oIg'S$ Ir ogr'hlg's¢ €o0° S6L‘c00'61¢ 19° Li1'vS1'6r1¢ ee. otto ee eee ee es eee ee ** puByy UO sTeueIEy 
:Syessy JueLING 
1S Z€S‘zgr‘Sog 1S* c€S‘egr‘Sog $6°G6oS‘1SS‘crog vr GLO ILE‘6S$ th’ g6z‘So1'gs¢ 
©0° 000'o0oS'! 9g LES‘Srg‘or S$ ofsS‘6l1'¢ to" 1g9‘99e'r 6° LE1r‘Sos ee suorlIppy 
IS CES‘*zegg'fog SE S66'OOE'HSEyy HH GLE'ILE'OSE cH gbz'Sor'gSg Qh OgT'OOO'LSG ose qunossy yueIq pue Ayedoig 
#6061 #8061 ~L06r #9061 #5061 SLassy 


AZANVd4NOD AMGNNOd FB AVOD NVOIMAKV 40 LOANS AONV IVa 











Industrial Corporation Balance Sheets. 


mitted itself—that is, the accumulation of a working capital sufficiently 
large to enable it to conduct its ordinary operations without strain during 
times of financial stringency and to have readily available in prosperous 
times the capital necessary to produce satisfactory returns. 

eS Pie The extent, however, to which our present working capital 
should be increased it is now difficult to state; this because of the con- 
tinually increasing demand for steel construction in both freight and 
passenger cars, requiring the carrying of largely increased inventories. 

During the heavy months of the past year the inventories aggregated 
$21,000,000.00, and, with the accounts receivable, necessitated the bor- 
rowing of a larger amount of money than is altogether desirable. 


The company’s reports are distinctive in that they present 
a ‘‘statement of working capital,’ which, from the 1909 report 
may be compiled as follows: 


Osisinel Working Camlted,. .....ccccccccccccscccccece $5,633,004.65 
Add: Surplus Earnings at April 30, 1909............. 22,563,078.03 


$28,196,082 .68 





Deduct: Cash expended for new steel car and other 
plants, additional real estate, amount reserved for 
payment of full purchase price of Wilmington plant, 
and for additions to steel car plants from date of or- 
ganization to April 30, 1909; and reservation for 
construction of and additions to steel car plants... 10,815,537.16 


WEEE SRI oo ot knee nccenncsicacvcucdiauis $17,380,545.52 











The above sum, it will be noted, is the excess of the current 
assets of the company over the current liabilities, including 
reserves, thus: 








Coswamt Aasete...... .ccccoscces $25,731,906.77 
Current Liabilities.............. $3,946,624.91 

Reserve Accounts.............. 4,404,736. 34 8,351,361.25 
WORKING CAPITAL......... $17,380,545.52 








It will be noticed that for the purpose of ascertaining working 
capital the company regards its reserves as liabilities; and it is 
believed that, with the exception of insurance reserve (the 
company has elected to itself carry a portion of its fire risk, and 
it may be presumed its payments for premiums on policies of 
insurance are lower by the amount of the reserve), the inclusion 
of the reserves for the purpose stated, while conservative, is not 
correct. No liability has been incurred. There has simply been 
a reservation from profits in anticipation of expenditures. A 
statement of the company’s working capital compiled according 
to the ideas advanced herein is presented on page 356. 

The company’s dividend record is of some interest, and, 


357 








The Journal of Accountancy. 


for the years to which attention is being given, is stated 
below: 


Preferred Common 
Year Dividend Dividend 
GE pbanchnedeCedbeteec cedex es 7% Nothing 
Bs 6 bcs ste cebdecee codssie veces 8% %*** Nothing 
Ee Ne are Fy ee 77% 2% 
Pe ee Pe ie 7% 3%% 
eee err ert Lee ee eee eee 7% 2% 


The large stock of cash in the year ended 1909 is perhaps 
worthy of special mention, and particularly the bank certificates 
of deposit. The current assets, ‘stocks and bonds,” are securi- 
ties of other companies, and, the reports state, are carried “at 
cost or less.”’ 


INTERNATIONAL PAPER COMPANY 


International Paper Company was incorporated under the 
laws of New York, January 31, 1898, to engage in the manu- 
facture and sale of pulp and paper. Its authorized capital stock 
is $45,000,000.00, of which $20,000,000.00 is common and 
$25,000,000.00 is preferred stock. The company has plants in 
Maine, New Hampshire, Vermont, Massachusetts, New York 
and in Canada. 

To extract much information from the reports of International 
Paper Company is extremely difficult. In presenting the annual 
report each year, in behalf of the directors, it seems customary 
for the president to make a few remarks of a general character, 
but very little is said respecting material changes in the com- 
pany’s financial condition which are reflected by the figures. 

According to its latest report, for the fiscal year ended June 
30, 1909, the company has an investment of more than 
$45,000,000.00 in “mill plants and water powers’’—a species of 
property which might be expected to depreciate rather rapidly. 
However, it will be noticed that in none of the balance sheets is 
there a reserve for depreciation, or, in fact, a reserve for any 
other possible contraction in book values; but in each of the 
president’s annual letters to the stockholders is a statement 
similar to the following excerpt from the report for 1909: 


The physical condition of the company’s plants has, as heretofore, been 
carefully maintained, such expenditures having been charged into oper- 
ating account. 


*** A dividend of 14% was paid in addition to the regular 7%, “‘to bring dividend periods and 
quarterly reports in conformity with the fiscal year. 
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Literally construed the quotation means merely the plants 
have been maintained from income, and that no allowance has 
been made for the inevitable shrinkages due to wear and tear, 
and the lapse of time. To the extent this is a fair construction 
of the president’s language, its profit and loss account is in- 
correct. Plant consumes itself in output, and, irrespective of 
the liberality of maintenance charges, provision must be made 
for its eventual replacement. 

The relatively large increase in “mill plants and water 
powers”’ in 1907, i.e., $2,375,896.91, is stated to be “in part” 
for “‘new hydraulic development, and construction of new mills, 
and additions to existing mills, with the necessary equipment.” 
“Woodlands”’ shows an annual decrease, as would be expected 
in a business of this character. Perhaps the disproportionate 
decrease in the year 1907 may be attributed partly to a book- 
keeping transfer to “mill plants and water powers.”’ 

The asset, “securities’’ (in the 1909 report it is called 
“securities of sundry corporations’’), is one respecting which 
the reports are uniformly silent, but concerning which it would 
be of interest to have particular knowledge. Are the ‘‘securi- 
ties’ certain issues of corporations separate and distinct from 
International Paper Company, income producing, and held for 
investment? Or, are the “securities” those of subsidiary cor- 
porations, and hence a capital asset? That the latter is probably 
the case is indicated by a superficial examination of the com- 
pany’s balance sheets, and the known facts respecting its con- 
dition, such as its large funded and floating debts, and con- 
sequent heavy interest charges; its bond sales much below par; 
its practically stationary sales and increasing production costs; 
its poor dividend record and low prices for its stocks. Upon this 
hypothesis it seems important to attempt to form an estimate of 
the worth of the asset which, in five years, has increased about 
30%. Scrutinizing the asset, ‘accounts and notes receivable,” 
in 1907, and also the asset, ‘“‘inventories of merchandise on hand 
and advances for wood operations,’ and allowing for what may 
be regarded as approximately normal changes, we find in this 
year heavy decreases in both assets, which, however, appear to be 
substantially accounted for by an increase in “‘securities.”’ Is 
it possible International Paper Company has made advances to 
its subsidiaries, which have been carried as ‘“‘accounts receiva- 


‘ 
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ble,’’ and as “‘inventories of merchandise on hand and advances 
for wood operations,’ but has cancelled the indebtedness in 
this form and has taken evidences of obligation therefor? If this 
question can be correctly answered in the affirmative, the 
“securities’’ are probably of little value; and the further in- 
quiry is suggested, To what extent is the entire asset nominal? 
It may largely represent losses of the subsidiary companies. 
Balance sheets of subsidiary companies, if accessible, might 
throw some light on the matter. 

The company is a very heavy borrower, and in none of the 
five years has it had an adequate stock of cash. In this con- 
nection the statement of working capital which forms a part of 
the study is of interest. The amount of working capital shown 
in 1905 is attributable to the sale in this fiscal year of $5,000,- 
000.00 of 5% consolidated mortgage convertible gold bonds, and 
possibly to subsidiary companies’ debit balances included in 
accounts receivable, as referred to in the consideration of ‘‘se- 
curities.”’ In 1907 there was an additional issue of $1,000,000.00 
of the convertible bonds, while 1908 and 1909 may be designated 
normal years so far as working capital is concerned; yet a ten- 
dency to decline is to be noted, and in 1909 there is an excess of 
the quick obligations. 

“Interest and discount adjustment’’ is somewhat obscure, 
but perhaps it has reference to items paid in advance. The 
reports are silent as to the extent to which bad debts are written 
off, and the basis upon which inventories are taken. This in- 
formation should be communicated. 

It is believed transactions of the company with its sub- 
sidiaries cannot properly be included in its balance sheets. In 
attempting to determine the worth of the company’s securities 
it must be borne in mind that the parent company and the sub- 
sidiaries are really but one concern, and that the obligations of 
the latter are the obligations of the former. The common stock 
of the company is less than the preferred stock, which is unusual. 

Worthy of comment seems the action of the company respect- 
ing the 5% convertible bonds sold in 1905. President Chisholm 
says in his letter to the stockholders, dated October 25, 1905, 
which forms a part of the report for the fiscal year ended June 30, 
1905, ‘The discount and cost of selling these bonds, $750,000.00, 
has been deducted from the net earnings. . . . Your 
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directors have deemed it best to charge off this amount at once 
rather than distribute it over a term of years.’’ This course was 
conservative and commendable. But in the following year, 
when an additional issue of $1,000,000.00 of the convertible 
bonds was sold there is no intimation in the report as to the 
extent and disposition of the discount and attendant expenses. 
Quite likely the inference is correct the bonds netted the com- 
pany less than 85, the price obtained earlier for a larger issue, 
and it may be the loss was capitalized, possibly being included 
in “mill plants and woodlands,” in which year occurred the 
large increase hereinbefore alluded to. 

The company’s large floating debt—about 60% in excess of 
the amount prior to the issue of convertible bonds in 1905— 
seems to portend an additional funded debt. Aside from the 
larger interest which must usually be paid on a floating debt, its 
existence, when large, as has been pointed out, is an element of 
danger. Most of the indebtedness is ordinarily to banks, and 
may mature at a time when to renew will be difficult, if not im- 
possible. But to fund a floating debt would seem to be bad 
financiering. The bonds, as in the case of International Paper 
Company, must usually be sold at a discount, which means a high 
interest rate, and, moreover, the interest becomes a fixed charge 
over a long time. The action is a tacit admission of weakness, 
and still further impairs the credit of the corporation concerned. 

In 1908, for the first time, the dividend payment on the pre- 
ferred stock, which is 6% cumulative, fell below 6%, only 5% 
having been paid, and in 1909 but 2% was paid. It will be 
observed from the balance sheets that prior to 1908 the quarterly 
dividend was paid before closing the books at the end of the fiscal 
year, but that in this year, and in 1909, the declared dividend 
appears as a liability, and is payable July 15. To have actually 
paid the dividend in the two years named wouid have still further 
depleted the company’s dwindling stock of cash. 

The company presents a very much condensed “statement of 
earnings,’ which commences with the words, “gross income.” 
Of course, these words permit more than one interpretation; but 
that they almost certainly mean gross sales may be inferred from 
President Chisholm’s letter of October 24, 1906, to the stock- 
holders, which is found in the report for that fiscal year. Mr. 
Chisholm says: “The treasurer’s report shows the amount of 
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business transacted by the company during the past fiscal year, 
giving the gross amount of sales, the cost of manufacturing paper, 
and the net profit derived therefrom.’”’ Similar language is 
found in the report for 1907. In subsequent years the words 
“gross income” are still used, but “giving the gross amount 
of sales’ is omitted. A tabulation of the annual sales, producing 
costs, and percentages of costs to sales, for the five years to 


which attention is being given, follows: 

Percentage of 
Year Sales Producing Costs Costs to Sales 

$20,908,665.67 $17,640,198.37 84.4% 

21,837,815.55 18,679. 296,31 85.5% 

21,841,486. 36 19,000,016. 50 87.0% 

20,716,304.32 17,878,134.17 86.3% 

18,238,476.57 16,456,379 .09 90.2% 

It will be observed the margin between sales and costs is 
narrowing, although 1908 was a little better from the company’s 
standpoint than 1907. 

A statement prepared to show the company’s working capital 


is presented upon page 360. 


CONCLUSION 


In several respects it is interesting to contrast the balance 
sheets which are presented herewith, and which have been dis- 
cussed in the preceding pages. 

Noteworthy are the differences in the extent to which in- 
formation is communicated. Thé balance sheets of the Midvale 
Steel Company are believed to be illuminating in a greater 
degree than any of the others, while those of International Paper 
Company are considered of little worth to a security holder, or 
other person concerned, and it-is difficult to see how much useful 
information can be extracted from them. A study of Inter- 
national Paper Company’s reports is apt to lead one to the im- 
pression the company is steadily falling behind, and that re- 
organization is inevitable. 

Apart from the trend towards governmental supervision, the 
growing tendency to employ public accountants as auditors, by 
the managers of the more important industrial corporations, is 
indicative of a change in policy on their part respecting publicity. 
The Midvale Steel Company, American Car & Foundry Company 
and, in two of the five years, International Paper Company 
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employed certified public accountants, and this is true of many 
others whose reports have been examined casually, but which 
are not herewith presented. The fear that publicity will operate 
to injure the business of a corporation seriously has doubtless 
been greatly exaggerated. That a stockholder, who is practically 
a partner in the enterprise, is entitled to detailed information 
respecting his property seems entirely reasonable. He ought 
not to be expected to be content with the privilege of usually 
providing the major portion of the capital funds, and of accepting 
with at least apparent gratitude such dividends as may be doled 
out to him. It is believed to be indisputable that the securities 
of corporations whose books and accounts are audited period- 
ically by reputable public accountants command the confidence 
of the investing public to a far greater degree for that reason. 

A comparison of the methods of providing for depreciation is 
likewise of interest. National Biscuit Company allows annually 
a fixed sum—$300,000.00—although depreciation can scarcely 
be said to go on uniformly and irrespective of changes in the 
amount of the permanent investment. American Car & Foundry 
Company charges against “earnings from all sources,”’ for the 
year, “renewals, replacements, repairs, new patterns, flasks, 
etc.,”” but makes no specific reservation for depreciation. The 
Midvale Steel Company employs rates per centum based upon 
diminishing value. The New Home Sewing Machine Company 
apparently pursues a course similar to American Car & Foundry 
Company. The method used by The Butterick Company is not 
disclosed, but by referring to p. 352 it will be noted that in one of 
the years the amount was so small as to seem palpably inadequate. 
Of course, the allowance for depreciation should never be contin- 
gent upon profits. International Paper Company’s reports make 
no reference to the subject beyond the statement of the president, 
that the plants have been “carefully maintained.’’ That is 
believed to be the best plan which recognizes that depreciation is 
greatest in amount in the earlier years, becoming less in amount 
later on as maintenance costs increase. It is thought, therefore, 
rates per centum based upon diminishing value is likely to be 
found in practice a more generally acceptable method than any 
other. 

The amount of the capital stock of the corporations merits a 
word. It will be noticed all of them were incorporated sub- 
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sequent to the period of consolidation, which began in 1898, 
except The Midvale Steel Company. Had this company been 
incorporated within the past twelve years doubtless its capital 
stock would be much more than $750,000.00. 

A tendency will be noted on the part of corporations to them- 
selves carry a portion of the fire risk. Slow-burning construction, 
the installation of automatic sprinklers, and the organization of 
fire companies from the corporation’s employees who know the 
plant thoroughly, and are specially trained in their duties, all 
tend doubtless to affect a material saving in policy premiums, 
and also tend to lessen the hazard. The fund, of course, should 
be specially invested, so as to be quickly convertible into cash 
in the event of conflagration. 

The subject of the treatment of patents upon the books of the 
corporations is animportant one. A patent isa monoply granted 
by the government for a limited time, the purpose being ‘to 
promote the progress of science and useful arts.’’ It would ap- 
pear evident, therefore, the book value should be written down 
periodically so that at the expiration of the monoply period it 
shall be naught, although as good will it may possess value to 
the former owner. There is, of course, no necessary relation 
between the book value of a patent and the price which may be 
obtained for it. It is believed patents ought not to be stated 
upon the books at all, except at a nominal sum, and especially 
is this thought to be true in cases where patents have not been 
purchased, but have been developed by the patentee, and are 
retained, and advantage thereof taken by him or by his employer. 
In this connection it is interesting to note the policy of General 
Electric Company. This corporation’s “patents, franchises and 
good will’’ account stood on the books of the company at the 
close of its fiscal year January 31, 1897, at $8,000,000.00, and had 
been reduced until on January 31, 1907, it stood at $1.00. Since 
the date last named the company has expended in “acquiring 
sundry patents, for cost of applications and licenses under patents, 
and in patent litigation,’’ more than $2,700,000.00, all of which 
has been charged as an expense of the business. The company 
has pursued a course at once conservative and correct. Its 
patents, etc., now appear upon its books as an asset of the value 
of $1.00; and while a secret reserve is thus constituted, the 
precise extent thereof it is utterly impossible for anyone to state. 
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The failure of Westinghouse Electric & Manufacturing Company 
to write down its patent account is known to have largely affected 
its status at the time it passed into a receivership. 

It will be observed the fixed assets of four of the corpora- 
tions are unencumbered; while International Paper Company 
would seem almost to have reached the limit at which it can 
advantageously borrow. 

Our study will be closed with a discussion of dividend policies. 
These are always interesting. A corporation exists primarily to 
pay dividends and fails of its purpose unless its stockholders 
receive a fair return on their shares. As has been explained, 
dividends should be regular and stable in amount; and, therefore, 
a corporation should be conservative in the first instance in deter- 
mining the rate it shall declare and pay. Everyone thinks almost 
instinctively of The Pennsylvania Railroad Company as a model 
with respect to dividend disbursements, and yet it is scarcely 
fair to compare railroad and industrial corporations because of 
the much more permanent character of the transportation busi- 
ness. As to the portion of the profits which can be safely dis- 
tributed only the most general statements can be made. Divi- 
dends ought not to be commenced until a sufficient surplus re- 
serve has been accumulated to render their continuance reason- 
ably certain and the rate ought to be such as in all probability 
can be indefinitely maintained. If steadily increasing profits and 
the general outlook indicate an increase in the rate may be pru- 
dent, it is believed to be the better policy to declare extra 
dividends for a time before adopting as permanent the larger rate. 
In this connection the policy of National Biscuit Company, as 
disclosed by its report for the fiscal year ended January 31, 1910, 
is worth quoting: 

Up to January 31, 1910, the company has declared and paid forty- 
seven consecutive quarterly dividends of one and three-fourths per cent. 
each on its preferred stock. 

The first dividend of one per cent. on its common stock was declared 
August 15, 1899; including the dividend then declared, the company 
declared and paid thirty consecutive quarterly dividends of one per cent. 
each on its common stock up to January 31, 1907; ——' the years 1907 
and 1908 the company declared and paid eight quarteriy dividends of one 
and one-fourth per cent. each, and during the year 1909 declared and paid 
four quarterly dividends of one and one-half per cent. each; in addition 
to these quarterly dividends the company has paid three extra dividends 
of one per cent. each on its common stock; the first on April 15, 1906, the 


second on April 15, 1907, and the third on April 15, 1908, making in all 
forty-five dividends on its common stock. 
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In additional to the disbursements named the company has 
built up a substantial, but none too large, surplus reserve. The 
company is peculiarly liable to inroads of competition and its 
intangible properties ought to be liberally depreciated. 

In the cases of The New Home Sewing Machine Company 
and The Butterick Company it will be observed how the payment 
of dividends unearned in the year operates to deplete working 
capital, by referring to pages 252 and 352, respectively. Of 
course, it is not intended to imply a dividend should invariably be 
passed unless the amount thereof is earned within the period; 
but it is certainly better financiering not to pay a dividend which 
has not been earned, at least until an ample surplus reserve has 
been built up out of earnings. The property usually suffers 
because of the payment of a dividend unearned. 

American Car & Foundry Company has accumulated a very 
large surplus, the greater part of which, according to its latest 
report, is in the form of working capital. The company has paid 
its preferred dividend regularly and has made some payments to 
its common stockholders. It requires a very large working 
capital for reasons which were set forth in the study of its balance 
sheets. 

International Paper Company has made no dividend pay- 
ments on its common stock for a number of years. Its preferred 
stock is cumulative as to dividends and to a considerable extent 
they are now in arrears. Cumulative preferred stock is in the 
nature of an evil. To the extent dividends are permitted to 
accumulate, the common stock is depressed in value and the 
credit of the corporation is unfavorably affected in consequence. 
Determined efforts, therefore, are usually made to pay the 
dividends on cumulative preferred stock, even to the extent of 
borrowing; and the effect of this has been described. 
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EDITORIAL 
The Demand for Certified Public Accountants 


We print in this issue two communications relating to an edi- 
torial published in the June number of THE JouRNAL, comment- 
ing on the fact that in Government investigations of accounts the 
certified public accountant has not been conspicuous. One is 
written by a certified public accountant, the other by a lawyer. 
who is connected with a corporation engaged in the accounting 
business. The certified public accountant assumes that Govern- 
ment officials are reluctant to engage the services of his brethren 
because of their independence, a certified public accountant not 
welcoming advice as to “ what he shall do or how he shall do it.” 
The lawyer, on the other hand, is inclined to think that the lax- 
ness of the C. P. A. laws is at fault, many so-called “expert ac- 
countants” having received certificates under waiver clauses 
without being subjected to any test or examination. “Is it then 
a wonder,” he asks, “that business men, lawyers or judges con- 
sider the whole C. P. A. structure a farce?” 

Neither correspondent has hit the nail squarely upon the 
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Editorial. 


head. We do not believe that Government officials as a class are 
arrogant or that they are unwilling to have the daylight let in 
upon the methods and results of their account-keeping. Nor do 
we believe it true that the business public lacks special confidence 
in certified public accountants because many of the men holding 
certificates under state laws have never passed any examination. 
Doubtless some of the men who have received certificates by 
waiver in the various states, because they had been in the account- 
ing business several years before the C. P. A. law was passed, 
are, in ability and attainments, below the standard that is now set 
by examining boards. Indeed, some certified public accountants 
in the State of New York who have achieved high success in the 
profession have been heard to admit that they could not possibly 
pass the state examinations, and it is generally known that several 
men hold the certificate who are only nominally entitled to it. 
The number of such men, however, is small in every state, and 
the facts are not known to the public. As a matter of fact, most 
of these men are not practitioners, and some of them, despite 
their professed inability to pass the examinations, possess a great 
fund of knowledge born of practical experience and are an 
honor to the profession. 

The real reason why the services of the certified public 
accountant are not valued at their true worth in the United States 
lies chiefly in the ignorance of the public in regard to what the 
accountant is and can do. The United Kingdom, although having 
a smaller population and doing less business, supports ten times 
as many Officially certified accountants as the United States. 
There, after a long struggle, the accountant has established him- 
self as a professional man capable of performing certain services 
better than anybody else. His special abilities and qualifications 
are well know to courts, to Government officials and to business 
men generally. As a result he obtains much business which, in 
this country, now goes either to lawyers or to politicians with a 
pull. It is generally recognized that he is best qualified to serve 
as assignee or receiver in bankruptcy, as executor of estates, and 
as guardian of trust funds. The profession has a high ethical 
standard, and young men are not admitted to it until they have 
served a long apprenticeship and have proved their ability. The 
certified public accountant in the United States cannot hope to 
hold the high position here that his brethren do in England with- 
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out making the same long, determined and conscientious struggle 
for it. The battle cannot be won merely by the enactment of 
laws. The certified public accountant must not merely be worthy 
of the public confidence; he must prove his worth. 

The need for the kind of work which the certified public 
accountant can do is probably much greater in the United States 
than it is in the United Kingdom. Yet the American Association 
of Public Accountants has only about a thousand members, 
whereas the number of officially recognized accountants in the 
United Kingdom is nearly ten thousand. It does not follow, 
however, that the demand for accountants in this country is 
greater than the supply. On the contrary, it is quite probable 
that many accountants in the United States, like many lawyers 
and physicians, are having difficulty finding enough work to 
keep them busy. It is perfectly true that the field for the profes- 
sion in this country is large and promising. The trouble is that 
it needs an immense amount of clearing and cultivation before 
it will support ten thousand accountants. If a census of business 
houses could be taken it would probably be discovered that ninety 
per cent of the business men of the United States have never 
employed a public accountant and have no idea that such a man 
could be of any service to them except possibly in case of liquida- 
tion or bankruptcy. That he might discover unexpected leakages, 
or suggest real economies in management and organization, or 
point the way to a reduction of costs, or increase the difficulty 
of theft and defalcation, or in any other way make the business 
safer and more profitable, are suggestions that the average busi- 
ness man in the United States would receive with incredulity. 
The certified public accountant is a pioneer in a large but new 
field. He has a tremendous amount of arduous and thankless 
work to do before his profession can harvest its full reward. 

Fortunately the signs are all hopeful. Under the leadership 
of the American Association new states are enacting C. P. A. 
laws, and everywhere there seems to be an enthusiastic determi- 
nation to hold the certified practitioner up to the highest stan- 
dards of ethics and intelligence. Universities in all parts of the 
country are training young students in the fundamental 
principles of accounts and commercial law, seeking to do for the 
profession of accountancy what they have long been doing for 
the other learned professions. This fine spirit among practicing 
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accountants and this appreciative co-operation on the part of the 
University authorities can have only one result. The real stan- 
dard of accounting practice is destined to be higher as the years 
go on, and the time cannot be far distant when the officially 
certified accountant in this country will receive the same honor 
and recognition from the public that he now gets in England. 





The Annual Meeting of the American Association 


The annual meetings of the American Association of Public 
Accountants are becoming of increasing interest and importance 
not only to the members of the Association and the accountancy 
profession, but to the public at large. Serious discussion of 
professional subjects has been a marked characteristic of these 
meetings in the past, and the plans for the coming meeting to be 
held in New York City next October, as published in the July 
number of the JouRNAL, indicate that a similar policy is to be 
again pursued. 

In an organization covering the entire United States there 
is bound to be a great deal of routine business accumulating 
during the year which must be disposed of at the annual meeting. 
Fortunately the greater portion of this work is dealt with by 
the Board of Trustees, and the sessions of the Association are 
thus relieved of matters that would otherwise prove wearisome. 

Public accountants in this country have for years occupied 
an advanced position in respect to education for business, and 
their efforts have been an important feature in the wonderful 
development of commercial education within recent years. This 
topic has on previous occasions occupied the attention of the 
members in attendance at the annual meeting, and at the forth- 
coming meeting it has been given a prominent position on the 
program through the address to be delivered by Dr. Elmer E. 
Brown, U. S. Commissioner of Education. Dr. Brown is recog- 
nized as a very high authority upon educational subjects and his 
address will no doubt receive the very careful attention to which 
it will be entitled. Commercial education is still in the formative 
stage, and the contact between such a leader as Dr. Brown and 
the members of the Association will stimulate to even more 
favorable progress. 

Mr. William H. Roberts, one of the leading members of the 
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Association in Chicago, is to present a paper on “The Form of a 
Balance Sheet.” At first glance a layman would be apt to think 
that this subject is one of minor importance, but to accountants 
and business men who have had occasion to study the balance 
sheets of corporations it will be at once apparent that the topic 
is one upon which not only divergent views are held, but one 
which involves questions of very large importance. Mr. Roberts’s 
paper will almost certainly develop a discussion which we trust 
will not be limited to the time allotted to it at the annual meet- 
ing. We should be glad if it can later be continued in the columns 
of the JouRNAL and at the monthly meetings of the state societies. 

Mr. Richard M. Chapman, who has had many years’ experi- 
ence in dealing with the accounts of the City of New York, will 
present a paper on “Municipal Accounting,” and as there are a 
large number of members of the Association who have had to 
do with the accounts of municipalities, the session at which this 
paper will be presented will be one of keen interest and debate. 

At the annual meeting held in Denver last year a start was 
made toward the adoption by the Association of a uniform termi- 
nology. The work of the committee has been continued during 
this year and the co-operation of leading economists has been 
enlisted. The report of this enlarged committee will be given 
a prominent place upon the program, and while it may not be 
practicable to take final action thereon this year, substantial prog- 
ress will undoubtedly be made. Accountants throughout the 
country are realizing more and more the necessity for the adop- 
tion of a comprehensive and uniform terminology, and while the 
difficulties to be met and overcome are serious, yet they must 
be surmounted. The preliminary discussion of this subject has 
been greatly stimulated by the suggestive article by Charles W. 
Gerstenberg, Esq., which appeared in the July number of the 
JOURNAL. 

Serious discussion, however, is not the only purpose of the 
annual meeting, and one of the best results that is accomplished 
through these gatherings is the formation of friendships which 
year by year bind more closely the members of the Association to 
each other and do so much to weld the profession into a soli- 
darity. Recognizing the truth of this, the committee in charge 
has made generous preparation for receptions, dinners and 
other social functions, to all of which ladies are cordially invited. 
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Every effort that has been made to state the history of pro- 
fessional accountancy in the United States begins with a few 
lines to the effect that the profession received its first recogni- 
tion in Scotland. Next the establishment of The Institute of 
Chartered Accountants in England and Wales comes in for 
mention. The third item of history is the organization of THE 
AMERICAN ASSOCIATION OF PuBLIC ACCOUNTANTS and its in- 
corporation in the State of New York in August 1887. 

With this basis of facts carefully laid down, in the order 
stated, the historian is ready to set forth just how many states 
have secured the passage of C. P. A. laws and how many so- 
cieties of Accountants have been established with state charters. 
To get the ground work right, let it here be noted that there 
are two and twenty C. P. A. laws and three and twenty state 
societies. Incidentally it may also be noted that the American 
Association is just twenty-three years old. 

Ten years ago the American Association had 92 members: 
to-day it has ten times that many members. The question arises, 
has the business grown with the swelling of the ranks? 

While statistics are hard to secure in regard to the compara- 
tive volume of business transacted by professional accountants, 
ten years ago and now, there is abundant evidence that the prac- 
tice has grown in proportion to the recorded increase in mem- 
bership. One has but to pay a call upon some of the leading 
firms of accountants, handsomely domiciled in the largest and 
most expensive down-town office buildings in New York City, 
to realize that there has been an enormous increase in both the 
volume and value of accountancy business handled. 

No one can question that the greatest factor leading to this 
increase has been the excellence of the accountancy work per- 
formed—the intrinsic value of it to the client and to the public. 

To what extent the recognition of the profession by the 
public to-day has been aided by the organization of the Ameri- 
can Association and the twenty-three state societies, or to the 
enactment of C. P. A. laws, it is impossible to tell.. The en- 
thusiasts claim a great deal. The sceptics admit little. But all 
agree that the time has come when the attention of the business 
world must be called to the public accountant more pointedly 


373 





The Journal of Accountancy. 


and more generally than ever before. It is felt and known that 
the business public needs the services accountants have to offer 
more than is realized to-day; that the public as well as the pro- 
fession will be benefited by greater publicity—of the right sort. 
It is conceded that the time has now arrived when the work of 
the national organization—T7he American Association of Public 
Accountants—in exploiting the profession must be broadened 
so as to cover a wider field and deepened so as to carry more 
weight. 

In all branches of financial and commercial life, the public 
are in a receptive mood for news of the profession and its utili- 
ties. These cannot be exploited by individuals or by firms in 
active practice, without misunderstanding and distrust. But 
they can be exploited, for the common good of the entire pro- 
fession, by one who shall be independent of the actual practice 
of accounting. 

Occasions are constantly arising when the activities of the 
profession of the public accountant may, with perfect propriety, 
be brought to the attention of large groups of professional and 
business men. How may this best be accomplished? Who shall 
carry the message? These questions were brought up at the 
last annual convention of the American Association and were 
much discussed. 

In a news item contributed to the columns of THE JouRNAL 
or AccouNnTANCY by the Secretary of a special committee—it is 
told that the American Association, by its Board of Trustees, 
has authorized the appointment of a special committee charged 
with the duty of working out the problem. The committee has 
been appointed and has been actively engaged. The first thing 
to be done, says the committee, is to provide the means. For 
this purpose a guarantee fund is being raised. Subscrip- 
tions are requested of $25. each for three years. There is 
no uncertain sound about the way this special committee goes 
about its business. So far as raising the money goes, the suc- 
cess of the movement is assured. The bulk of the money 
needed has been pledged by individual subscriptions. Before 
the next annual meeting, the Guarantee Fund will be ample. 
The Committee will now turn its attention to the equally im- 
portant, and probably more difficult task of finding the man to 
fill the duties of this newly created office—as yet unnamed. 
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New Jersey Clears the Way 


A distinct departure has been taken by the newly constituted 
Board of C. P. A. Examiners in the State of New Jersey. As 
told in an article contributed to this number of the JouRNAL by 
George Wilkinson, C. P. A., of Plainfield, President of the Board, 
certain new rules have been promulgated. These new rules will 
be of great interest to the readers of the JouRNAL OF ACCOUNT- 
ancy, having for their evident object the advancement of 
accountancy education. 

Under the statute (Chapter 230 of the Laws of 1904) The 
New Jersey State Board of Public Accountants has broad powers 
in framing rules for the conduct of its proceedings and for the 
examination and registration of candidates. 

The most important change lies in the adoption of three new 
rules providing for the examination of candidates, who, while 
meeting all the requirements of the Board in regard to citizen- 
ship, age and character, may yet lack the practical experience 
(as public accountants) prescribed in the rules for a C. P. A. 
The rule heretofore in force, that candidates for the C. P. A. 
degree must have served at least two years in the office of a 
practicing public accountant, remains in force, but the way is 
opened to those who may be studying, outside of the professional 
ranks, to sit for the technical examinations prescribed under the 
statute. 

To such candidates as pass the written examinations, but 
whose business engagements have not, as yet, permitted them to 
serve two years in a practicing public accountant’s office, the 
Board will issue a letter, setting forth the fact that the candidate 
has passed the examination. 

The concluding rule distinctly defines the standing of can- 
didates who pass the examination under the new rule, for it 
plainly says that he “shall not be entitled to style himself a Cer- 
tified Public Accountant nor to use the letters ‘C. P. A.’ in 
any manner whatsoever, until he shall have received from the 
Governor of the State of New Jersey, a Commission as a Cer- 
tified Public Accountant.” 

This change in the rules—really an addition to the old rules— 
expands the scope of the Board’s usefulness to the citizens of 
the State of New Jersey. It opens the way to a large number 
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of young men to take the only examination by which they may 
demonstrate their ability as accountants. This expansion of the 
utility of the Board of Examiners will provide an incentive to 
accountancy education in the State of New Jersey, and will give 
an impetus to the development of the profession. 





A Specimen of “ Business Getting” Literature 


A prominent manufacturing concern in New York City sends THe 
JouRNAL a copy of a booklet which it received from an accounting cor- 
poration specializing in factory costs. In one paragraph, which is headed 
“Why We Can Do It and You Can't,” the manufacturer is told: 


You may be thoroughly familiar with the manufacturing end of your 
business, but you haven’t a knowledge of cost accounting principles, and 
are therefore not able to devise a cost system which is both ACCURATE 
and which can be operated ECONOMICALLY,—AND WE ARE. 


With this booklet came the following letter: 
Gentlemen: 

We desire to call your particular attention to the Profit & Loss State- 
ments contained in the enclosed pamphlet. 

The increase in profits shown resulted from a change of conditions. 
These conditions exist to-day in practically all manufacturing concerns, 
and the result shown in these statements can be obtained in any plant. 

A careful and analytical examination of this pamphlet must interest 
you, and will show the advisability of investigating this important subject 
further. 

Thanking you in advance for a reply, we are, 

Yours very truly, 





COMPANY. 

P.S. When a representative of our company is in your vicinity, we 
would be glad to have him call on you without charge, should your reply 
state you will grant him an interview. 

All this impressed the manufacturer as a specimen of very “raw 
egotism” and drew from him the following pertinent and illuminating 
response: 

Dear Sirs: 

We have received yours of the 1oth inst. together with your booklet 
on cost accounting and, in accordance with your request for a reply, we 
are led to give you a frank expression of our opinion of your letter and 
advertising matter. 

We have no doubt, as you claim, that your membership embraces re- 
sourceful and competent cost accountants and we also believe your state- 
ment that many manufacturing concerns do not have correct cost systems 
and departmental profit and loss accounts, and that there is a large field 
of usefulness for accountants in this work. However this may be, we 
believe that the method you seem to employ in soliciting the business of 
manufacturers is more likely to injure than advance your chances of 
getting it and is calculated, in our opinion, to give them a bad impression 
of the ethics of the accounting profession. You can hardly expect your 
claim of sole proprietary ability to be taken seriously, or expect those who 
know to the contrary to credit your blanket statement that no manufac- 
turing plants are keeping correct accounts. Of course, we believe in sci- 
entific accounting systems and also in able accountants, but we still think 
modesty is a pretty good thing. 
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The American Association of Public Accountants 
Movement to Secure an Executive Officer 


A movement has been inaugurated to provide the American Associa- 
tion with an executive officer, who shall devote all his time to the in- 
terests of the Association, and through it to the profession of the public 
accountant in the United States of America. 

At the annual convention held at Denver last October, President J. E. 
Sterrett, in his address, referred to this matter in the following language: 


Our profession is constantly widening in its scope, and this Association 
should take a more active interest in legislative, educational, and business 
problems. We believe that by training and experience the public ac- 
countant is fitted for broad and useful service in the community, and it 
is gratifying to all of us to see the increasing recognition that is being 
given to this claim. Under its present form of organization, however, 
our Association is not fully prepared to deal with many of the problems 
with which it is confronted, or to branch out along useful lines that are 
constantly opening to it. I am convinced that it would be much to the 
advantage of the Association if it were to secure the services of an 
executive officer, who might also perform the duties of the secretary, who 
would be free from the limitations that are necessarily placed upon one 
who is at the same time in practice as an accountant. Such a man as I 
have in mind should be well trained in the ways of business, broad- 
minded, and of agreeable but forceful address. He should be capable 
of initiating work and enlisting the coéperation of members of the Asso- 
ciation in carrying out plans undertaken. Being free from professional 
engagements and free from the implications of personal motive that might 
be laid at the door of any one in active practice, he would be able to 
keep in close touch with other representative business and educational 
bodies, and as occasion might require, act as representative of this Asso- 
ciation. Our present secretary, who has labored so faithfully in the in- 
terests of the Association, understands that in what I have just said I 
am not expressing a criticism, but simply stating a condition, and I be- 
lieve I am not alone among those who are intimately acquainted with the 
present needs of the Association in feeling that the condition to which I 
am directing your attention is of such moment as to warrant your very 
careful consideration. Without increased revenue, however, your Board 
of Trustees is powerless to act, and how to secure a large income is a . 
problem not altogether easy of solution. The logical method of increas- 
ing our revenue would seem to be through an increase of annual dues, 
but there are practical reasons that tend to make this course difficult if 
not impossible for the present. One reason is that a change in the by-laws. 
of the Association would be necessary, and this in turn would involve a 
change in the by-laws of probably all the state societies. An increase in 
membership dues is never a popular proposal, and it is quite probable 
that were such an increase to be proposed it would fail to meet with satis- 
factory support. In view of the delay and the possible opposition that 
might be encountered in securing an increase of membership dues, it has 
been suggested that many members of the Association would be willing 
to subscribe, say, for three years, to an annual fund to be used to sup- 
plement the income of the Association. The adoption of this plan would 
work no hardship on any one, as subscriptions to the fund would be 
purely voluntary, and when the value of the results attained from the 
broader activities made possible through this increase of expenditure has 
been demonstrated, no doubt this provisional fund would be displaced by 
an increase of dues or perhaps rendered unnecessary through an increase 
of membership. 
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At the semi-annual meeting of the Board of Trustees of the American 
Association of Public Accountants held in New York last April, this mat- 
ter was fully discussed, and the President was authorized to name a 
special committee to devise ways and means to provide the Association 
with an Executive Officer to serve as Secretary, such Committee to con- 
sist of the members of the Executive Committee, which, in turn, consists 
of three elected officers and four members of the Board of Trustees. To 
these were to be added five members of the Association who hold no 
office. 

The Committee was duly appointed, and the names are as follows: 


Executive Committeemen Other Members of Association 
J. E. Sterrett, George Wilkinson, 
T. Cullen Roberts, John A. Cooper, 
H. A. Keller, Joel Hunter, 
Harvey S. Chase, Alex. E. Fowlie, 
Robt. H. Montgomery, H. T. Westermann. 
E. W. Sells, 


Edward L. Suffern. 


At a meeting of this Special Committee, held at the Hotel Astor on 
May 26th, 1910, Mr. Sterrett was elected Chairman of the Committee and 
Mr. Wilkinson Secretary. It was then decided that the Committee 
should proceed at once to raise a guarantee fund from the members of 
the American Association by voluntary subcriptions of sufficient amount 
to enable the Association to employ an Executive Officer at a substantial 
salary. 

By the employment of a suitable person at an adequate compensation 
to serve as Executive Secretary, it is confidently expected that much good 
will result to the entire profession, along the lines laid down in Section 
5b, of Article 1, of the by-laws of the Association, which reads: 

“It shall be the duty of the Secretary at all seasonable opportunities 
to advocate the cause of the profession generally, to initiate corre- 
spondence in promotion of the aims of the Association, and to make 
full reports of each feature considered or acted upon by him to the 
Executive Committee at their meeting.” 

The methods to be followed by the proposed new Executive Officer 
will be indicated to him, from time to time, by the Executive Committee 
of the Board of Trustees. The following directions, among others, have 
already been suggested as beneficial lines of efforts. Many other useful 
purposes will arise. 

(1) Attending state and national conventions of Bankers, Lawyers, 
Credit Men, Railway Accountants, and similar groups of busi- 
ness and professional men. 

(2) Keeping in touch with organizations of the above named with 
a view of securing invitations for members of the Association 
to appear before such bodies to read papers or otherwise. 

(3) Keeping in touch with the departments of the Federal Govern- 
ment having relations with the profession. 

(4) Keeping in touch with the Executive Officers of the several con- 
stituent state societies on all matters relating to the Association. 
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(5) Encouraging the formation of societies of public accountants in 
states where none now exist. 

(6) Supplying appropriate information and in other ways aiding in 
securing further C. P. A. legislation on uniform lines. 

(7) Making suitable replies to all inquiries for information regarding 
the profession. 

(8) Keeping after all standing and special committees of the Asso- 
ciation to see that they fulfill the purpose for which they are 
appointed. 

(9) In all other ways furthering the interests of the profession of 
the public accountant. 


It is not anticipated that the proposed Executive Officer himself will 
address the various groups of business and professional men at their 
annual conventions or otherwise, but that by keeping in close touch with 
organizations of that kind, he will be able to secure opportunities for 
members of the American Association of Public Accountants so to do. 

It is not proposed to tax the constituent societies or assess the mem- 
bers of the Association, but rather to raise a voluntary Guarantee Fund 
from which may be drawn such sums as shall be found necessary to carry 
out the plan. The Committee anticipates that the Board will only have 
to call for the full amount of the Guarantee during the first year, and 
that during the second and third years the Association’s own income will 
grow sufficiently to carry the added expense. 

The Secretary of the Committee reports that the work is well under 
way, and that up to September Ist, 85 subscriptions of $25 each for three 
years have been obtained. 

The financial success of this movement is therefore well assured. 
There remains to the Committee the fulfillment of its further duty in the 
matter, that of selecting an individual to occupy the proposed position. 


The New Jersey State Board 


Change of Rules 


The last meeting of the New Jersey State Board of Public Account- 
ants was held at the newly selected offices of the Board at 280 North 
Broad Street, Elizabeth, N. J., on June 29, 1910. At that meeting the 
rules of the Board were amended and certain new rules adopted.* 


The Board is organized under Chapter 230 of the laws of 1904 (ap- 
proved April 5th, 1904). Section 5 of the law says: 

“The Board may adopt all necessary rules, regulations and by-laws 
to govern its proceedings, not inconsistent with the laws of this State 
or of the United States.” 

and Section 7 further says along the same lines: 

“The Board may adopt rules and regulations for the examination 
and registration of applicants desiring to practice the profession of 
public accountant, in accordance with the provisions of this act, and 
may amend, modify and repeal such regulations from time to time.” 

Under the broad powers thus specifically conferred, the Board, at its 
last meeting, adopted the following “rules and regulations for the exami- 
nation and registration of applicants” who may have prepared themselves 
by study to sit for the examination, but who have not, at the time of 





* A full copy of the rules now in force and an abstract of the statute may be obtained from 
the Secretary of the Board, Mr. John Edward Cooper, C. P. A., for the asking. 
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their application, ‘ “served at least two years in the office of a practicing 
public accountant.” 

“To each candidate who shall successfully pass the examination pro- 
vided by these rules and who shall lack the practical experience as a 
public accountant, provided for in Rule No. 12, the Board may, in its 
discretion, issue a letter in such form as may be approved by said Board 
from time to time, setting forth that such candidate has successfully passed 
the written examination prescribed by this Board.” 

“At such time after the date of such letter, being not less than one 
year and not more than three years, after such candidate has passed the 
examinations as provided in Rule No. 13, as that candidate shall pro- 
duce evidence acceptable to the Board that he has acquired the practical 
experience as a public accountant which was required by the Rules of the 
Board at the time of his original application, the Board may, in its dis- 
cretion, recommend such candidate to the Governor of the State of New 
Jersey as entitled to receive a Commission as a Certified Public Ac- 
countant.” 

A candidate having received from the Board a letter as prescribed 
in Rule No. 13, shall not be entitled to style himself a Certified Public 
Accountant nor to use the letters “C. P. A.,” in any manner whatsoever, 
until he shall have received from the Governor of the State of New Jer- 
sey, a Commission as a Certified Public Accountant.” 

By the adoption of these three new rules the Board opens the door 
of the examination room to a large number of young men who are study- 
ing to prepare themselves for the profession of the Certified Public Ac- 
countant, but who are, for the present at least, earning their living in other 
directions. 

All of the qualifications required by the rules of the Board, other than 
the practical experience qualification, must be fully complied with by the 
candidate of the student class. Briefly stated these requirements are: 

(1) Applicants must be Citizens of the United States, of legal age, 
and bona fide residents of the State of New Jersey for at least 
one year. 

(2) Applicants must be High School graduates or shall have an edu- 
cation which in the opinion of the Board is the equivalent of a 
four years’ High School course. 

(3) Applications must be made only on blanks which will be fur- 
nished by the Board on written request. 

(4) Applications for examination must be accompanied by the fee of 
$25 fixed by law. 

(5) Examinations will be held in April and October, and applications 
must be complete on the 15th day of the previous month. 

(6) Examinations include ten questions on each of the following 


subjects: = 
Theory of Accounts, Auditing, 
Practical Accounting, Commercial Law, 


(7) Markings are awarded thus: For correct answer 75 out of 100 
points, for appearance and expression of answer 25 points. Each 
Commissioner marks independently—the average of the three 
determines the result. 

(8) Candidates must earn 75 percent of possible marks to pass the 
examination. 

(9) The four examinations must be taken in three consecutive days. 
Everything is provided by the Board, the Commissioners, or 
some of them, being present throughout the sessions. 

(10) Those who pass the examinations in all four subjects and who 
produce satisfactory evidence of having two years’ practice or 
two years’ service in a public accountant’s office, will be recom- 
mended to the Governor of the State for a C. P. A. certificate. 
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It should be borne in mind that the examinations are set by the State 
Board for the purpose of determining the qualifications of candidates to 
serve the public as expert accountants. The C. P. A. law has now been 
in full force and effect in the State of New Jersey for six years; it is 
no new thing; ample time has been allowed candidates to prepare them- 
selves by special study for these examinations. 

The Board advises those who contemplate presenting themselves for 
the October examination to think over the matter carefully and not write 
for the application blanks until they feel well satisfied that they have 
prepared themselves, to the best of their ability, to pass the examinations. 
The large proportion of failures met with by the Board in previous ex- 
aminations is almost, if not entirely, due to lack of adequate prepara- 
tion on the part of the candidates. 

It is the earnest hope of the three Commissioners appointed by the 
Governor of the State of New Jersey that the adoption of the three new 
rules, quoted in this article, will stimulate the study of accountancy in 
the State, to the end that an increasing number of well-prepared candidates 
may present themselves at future examinations. 

All information will be promptly and cheerfully furnished by the Sec- 
retary of the Board; copies of the Rules adopted June 29th will be fur- 
nished to all who request same; formal application blanks will be fur- 
nished only to citizens of the United States resident in New Jersey. 





Value of Membership in Professional Societies 


Membership in professional societies of a creditable sort is an honor 
so much prized by many persons that they are accustomed to indicate 
such membership by appending the initials of the societies to their names. 
The question has sometimes been raised as to what could+be done to a 
man who used in this way the initials of a society to which he did not 
belong, and some light on this query is afforded by a decision in a recent 
action of the Society of Architects of England to restrain a non-member 
from adding the letters ‘‘M.S.A.” after his name. A Scotch case de- 
cided some time ago, in which the Society of Accountants and Auditors, 
a body established by royal charter, was granted an injunction restraining 
the London Association of Accountants, Ltd., from holding out to its 
members the right to call themselves “ incorporated accountants,’’ was 
believed to be a precedent in such matters, but this was held to be in- 
correct in the recent architectural case. According to the Surveyor, the 
judge in the recent action refused the desired injunction on the ground 
that the matter was ‘‘too trivial,” and said that the designation which 
was being incorrectly used was ‘‘a certain combination of mystic letters, 
the meaning of which nobody in the court except the plaintiffs’ counsel 
knew.” It is very evident that the man who appropriated the initials 
of the Society of Architects knew what he was doing, and used them 
for his advantage. They were worth something to him, and they mean 
a good deal to the members of that body, even if it has no royal charter; 
it is to be hoped that they mean enough for the society to carry the case 
to the highest tribunal, since the status of professional societies is threat- 
ened by a ruling which permits anybody to claim membership in them.— 
Engineering Record. 
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A Canadian Journal for Accountants 


Report of a Committee at the Annual Meeting of the Dominion A ssocia- 
tion of Chartered Accountants, Toronto, July 14 and 15, 19/0 


From the time when the press became an established adjunct to modern 
civilization it has exercised an ever-increasing influence in the direction 
of moulding public opinion. It may be said, indeed, that the words Press 
and Public Opinion are synonymous. No community is complete without 
an established means of intercommunication between the members of that 
community—a medium for the interchange of thought and individual 
opinion. What is true of communities is in scarcely lesser degree true 
of special interests within such communities or within the scope of the 
community at large. 


Even as the people require to be educated and informed by the 
Public Press upon matters of local or world-wide interest, so must the 
members of the various sections of such community have special means 
for the interchange of thought upon matters of peculiar interest to them. 
In an especial sense would it seem that this is a distinct requirement of 
an organization, the motive of which is to promote a common viewpoint 
amongst all its members upon topics affecting the profession to which 
they belong, and there can be no doubt that the profession of Accounts 
has benefitted greatly by efforts that have been made in the past in this 
direction. 


The English constituency has been well served in this respect by “ The 
Accountant,” which is the oldest periodical publication of its kind, now 
in the 26th year of its history and probably synchronizing with the organ- 
ization of the Institute of Chartered Accountants in England and Wales, 
of which body it is the official mouthpiece. 


“The Accountant” is a weekly publication. The Chartered Account- 
ants’ Students’ Societies in England and Wales have a medium of com- 
munication known as the “ Accountants’ Journal,” which is a monthly pub- 
lication. The chartered Accountants of Scotland publish a monthly known 
as the “ Accountants’ Magazine;” and it may be here mentioned that 
the esteemed Registrar of the Ontario Institute was largely instrumental 
during his previous residence in Scotland in promoting this enterprise. 
The Incorporated Society has also a monthly known as “ The Incor- 
porated Accountants’ Journal.” Quite a number of the publications men- 
tioned find their way into the offices of Canadian Accountants and are no 
doubt highly appreciated as an effective means of keeping Canadian Ac- 
countants in touch with what is going on in the world of accounts. 

In the United States numerous publications of greater or less im- 
portance have been established and circulated. Of these “THe JourNAL 
oF AccoUNTANCY,” which issues monthly, is foremost in importance, 
being the recognized official mouthpiece of the American Association of 
Public Accountants. This publication, however, devotes itself chiefly to 
the printing of papers upon technical subjects, and is not conducted upon 
lines which are usually recognized as essential to success in a purely com- 
mercial sense. There is one general observation which will apply equally 
to all the publications mentioned and that is that they have become an 
absolute necessity to British and American Accountants, and their per- 
manency and character are therefore definitely assured. 


In Canada, Accountants have as yet no such facilities for the inter- 
change of thought. It cannot even be surmised to what extent the 
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lack of such a medium has hitherto retarded the growth of a united 
Canadian sentiment in matters of Accounts. It is safe to say that Nova 
Scotia knows next to nothing of what is going on in the Western Prov- 
inces, and our friends in British Columbia scarcely know what is doing 
in Ontario and the East, unless some well-disposed person takes pains to 
inform them by means of an extended correspondence. This is not as it 
should be, but it may be said that in the absence of any common under- - 
standing between the Accountancy organizations in the far distant Prov- 
inces it can hardly be a matter of surprise that there should be a lack of 
interest or initiative in improving our means of knowledge upon sub- 
jects of common interest to us. 


No Provincial Society could economically undertake the task of es- 
tablishing a Journal, for two reasons:—tst, the relatively small constit- 
uency to be served; and 2nd, that upon all purely local questions each 
society has been able to keep in fairly good touch with its own members 
by the less expensive expedient of a Year Book. None of our Provincial 
Societies are so well or compactly organized as the English and Scotch 
Societies, nor have matters of Provincial moment reached quite that ad- 
vanced stage of development as in the Old Land. Hence the probability 
that any efforts by a local Society hitherto to establish a publication in its 
own interests would have met with discouragement and possibly dis- 
aster. 


Now, however, the situation has changed. Instead of a number of 
scattered units, Canadian Accountancy has become an important and in- 
fluential organization. If the views expressed in the papers already read 
before you meet with your acceptance there can be very little difference 
of opinion as to the necessity for strengthening the ties already formed b 
means of intercommunication of ideas through the medium of a Journal. 
It will be admitted readily that such a Journal, dealing with current topics 
of interest to the various Provincial Societies, as well as with subjects 
of broader scope, would very soon become a recognized channel of com- 
munication between the different members and a forum wherein they 
could express their views on professional subjects as well as on mat- 
ters pertaining to the management of the Association or of their Pro- 
vincial Society. At the present time each Society has very much to learn 
respecting what is going on outside its own Province. Diversity of view 
upon important questions must sooner or later be harmonized, and there 
are so few opportunities afforded of personal contact between the dif- 
ferent sections of our Association that in the attempt to solve our 
Canadian problems a Canadian Journal ought to play a very important 
part. 


The labor and thought incidental to the inception of an enterprise of 
this nature implies self-sacrificing effort on the part of a few. The 
burden of responsibility will doubtless continue for some time to rest 
upon the few. It can be stated as a matter of supreme gratification that 
there are members of the Dominion Association to be found who are 
willing to attack the problem and solve it. These responsibilites are two- 
fold :—1st, to maintain the editorial standard of merit; and 2nd, to make 
the enterprise commercially self-sustaining. 


It cannot be stated at the outset how the responsibility coming under 
the first head can be fulfilled. Certainly general co-operation, either b 
the members of the Association, or by designated members of eac 
Society must be looked for. The present occasion will alone furnish 
splendid material for the introductory issue. The success of the paper 
in any locality would depend largely upon the news from that particular 
district, and the Secretary of each Provincial body would, we have no 
doubt, be pleased at the opportunity to act as the local correspond- 
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ent for his Province. One question seems beyond argument, how- 
ever, and it is this, that such a journal, published in the interests of 
the Canadian profession, need never fail or lack in interest by 
reason of paucity of material or limited range of discussion afforded to 
its editorial management, and it is confidently expected that this aspect 
of the matter will prove to be the least of the difficulties to be surmounted 
in placing the journal upon a successful and permanent footing. 


The commercial success of the journal is one that can be definitely 
assured if the members of the practicing firms of Accountants in the 
various Provinces are well disposed towards it. This commercial backing 
can be given in two ways—either by forming a guarantee fund, each 
subscriber to such fund limiting his liability, or preferably, by under- 
taking to contract with the management for the insertion of their ad- 
vertising cards for a term of two or three years perhaps at a rate which 
may be slightly in advance of their purely market value. This class of 
support ought not to be required beyond the first three years of the 
existence of the journal. A Committee of the Ontario Institute has under- 
taken to gather information upon the subject, and upon their best judg- 
ment an estimate has been prepared which is appended to this report. 
It will be easily recognized that the figures furnished contemplate the 
rendering of very substantial service for which no adequate remuneration 
is possible, and to this extent the work would be a labor of love on the 
part of the Editing Committee. It is perhaps not too much to urge that 
this is a reason why all who are actively engaged in the practice of their 
profession in Canada and are not so situated as to share the burden of 
editorial responsibility, should manifest their willingness to stand back 
of the venture in the form of an advertising contract, so that the Journal 
may not prove a financial burden to the few, and at the same time place 
the publication beyond the slightest necessity for accepting advertising 
matter which would detract from its value and standing as a publication 
entirely representative of, and creditable to, the honorable profession of 
Accounts. 


Little more need be said by way of introducing this project. It is for 
this meeting to declare its views as to the desirability of a Canadian Jour- 
nal in the interests of the profession of Accounts. If the verdict is favor- 
able it will be next in order to consider how the best interests of the 
profession will be served in the matter of its editorial management, and 
lastly it will be in order to appeal to you as practicing Accountants, in 
whose interests chiefly this publication will be undertaken, to say what 
measure of support you will undertake to give it. 


It is impossible to forecast exactly the consensus of opinion as to 
the plan most worthy of adoption. It is necessary, however, as a basis 
of discussion at least, that some definite working scheme should be for- 
mulated. Advertising contracts, subscription forms and other data have 
therefore been prepared, so that they may be available to you while you 
are attending this meeting. The scheme proposed by the Committee is 
that each Society should contribute $1.00 per annum per member by way 
of insuring an initial circulation, the local Society, if need be, to increase 
its membership fees to any extent necessary or desirable for the purpose. 
The advertising feature may not be favored by some of our more con- 
servative members, and in such event an alternative method of giving 
their support to the venture must be afforded them. The estimates 
given contemplate for the present a quarterly publication as an under- 
taking which suggests a perfectly safe and prudent beginning. Expansion 
may take place as conditions improve, and it seems reasonable to hope that 
the growth of the Journal will keep pace with the rapid and steady 
growth of the various Canadian Societies. 
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Correspondence 


The Standing of the C. P. AJ 


Canton, Ohio, July 14, 1910. 
To THE JoURNAL OF ACCOUNTANCY: 

An editorial in the June number entitled “ Accounts and the Public 
Service” wherein it is stated, “Indeed we do not know why the certified 
public accountant has thus far failed to get due recognition in government 
circles,” has been read with some interest. In answering this statement, 
may it not be observed that government officials are very reluctant to en- 
gage the services of men who will not allow themselves to be told what te 
do and how to do it? 

In this connection may be quoted from the Bible, St. John III, xix, 
“And this is the condemnation, that light has come into the world; and 
men loved darkness rather than light, because their deeds were evil.” 

J. H. Kauffman, C. P. A 


An Attorney's Suggestions 
Milwaukee, Wis., June 18, 1910. 
To THE JOURNAL OF ACCOUNTANCY: 

It was with no little surprise that I read your article entitled “Ac- 
counts and the Public Service” in the June number of THe JourNAL oF 
Accountancy. It substantiates my idea that the numerous statements 
regarding fancy incomes of certified public accountants and the excess ° 
of demand over supply are exaggerated, and that in reality the C. P. A. 
“has thus far failed to get due recognition.” I am not a regular sub- 
scribed to THe JourNaL oF AccouNTANCY, but as I am deeply inter- 
ested in C. P. A. legislation in the State of Wisconsin, and for that mat- 
ter throughout the United States, I feel called upon to answer your 
call, “to get busy and find out why the abilities of certified public account- 
ants are not recognized.” 

Through diligent study of this subject I have found that the reasons 
for these conditions are numerous and as long as these conditions are 
not corrected, the profession will not and can not obtain better recognition. 

If the laws were properly drawn for the purpose of safeguarding the 
interests of the public generally and accountants were clothed with 
appropriate powers, no such condition of apathy should exist. However, 
consider the following facts: Every time a C. P. A. law is passed, large 
numbers of accountants are recipients of certificates permitting them to 
use the title of C. P. A. Many of these certificates are granted without 
subjecting the recipients to a test or examination, regarding their qualifi- 
cations whatsoever, but are granted simply because they have “prac- 
ticed” under the title of “expert accountants” for three years or more 
before the law went into effect. 

Is it then a wonder that business men, lawyers or judges consider the 
whole C. P. A. structure a farce? These men are not fools, in my 
opinion. 

Then again, why should a business man, lawyer or judge consider 
as more weighty a statement of figures when compiled by a C. P. A. than 
when compiled by an ordinary bookkeeper or accountant who is known 
to him to be ~ ire capable? Simply because he has added to his 
name the title of C. P. A.? 

Suggestions for BE. a the above conditions will be found in an 
article which I have caused to be published in the June number of the 
Bookkeeper on pages 568 to 571 inclusive. In addition to the suggestions 
in this article, I wish to say that if a clause were inserted in the law, 
making a report, if properly certified to, presumptive evidence of the facts 
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therein stated, the work of an accountant would be accepted at par, within 
the jurisdiction of the state. 

With regard to Federal recognition, | would suggest that the Amer- 
ican Association of Public Accountants should take action to have a bill 
drafted along the lines suggested for enactment by Congress. I think the 
clause in the Federal constitution “to regulate commerce with foreign 
nations and among the severai states and with Indian tribes,” and the 
clause “to establish a uniform rule of naturalization and uniform laws 
on the subject of bankruptcies throughout the United States” are broad 
enough to permit such enactment. 

In relation to “unprofessional conduct” I wish to state as follows: 
It has been my experience that under the protection of “professional con- 
duct” all sorts of reckless work is being indulged in, and a conscientious 
accountant is oftentimes libeled or slandered for his efforts, when he 
tries to do the fair thing and point out the careless and inefficient work, 
or he is designated as an incompetent by the more superficial and care- 
less accountant when he tries to do careful and efficient work. 

These careless and superficial accountants have learned that the term 
“unprofessional conduct” is a farce and can not be enforced anyway. The 
business man or employer of accountants, of course, when he has once 
been stung, puts all accountants in the same category, and if an accountant 
has not a very good personal reputation, as to his ability, the C. P. A. 
title will avail him but little. If, however, a C. P. A. were to be liable 
in damages to the person relying on his statements, should such statements 
be proven false and damages be incurred by the person relying on such 
statements, provided always it can be shown that such statements were 
made in a careless, wanton and willful disregard of the duties and con- 
fidence reposed in the C. P. A., a public accountant would have an en- 
tirely different influence on our commercial activities. 

Thanking you for your indulgence and hoping that this message, from 
one who is desirous of elevating the C. P. A. to a high degree of pro- 
ficiency, will have the influence that I expect it to have, namely, the 
improving of present conditions, | remain 

Yours sincerely, 
C. A. Seifert. 


Further Recognition of the C. P. A. in Massachusetts 


Closely following the recent enactment in Rhode Island of a law 
requiring the audit of the accounts of savings banks by certified public 
accountants of that state, as reported in the August issue of THe Jour- 
NAL, comes the news that Massachusetts has taken a similar step. It 
is evident that the action of these two state legislatures is but the 
beginning of a more general recognition of the services of the certified 
public accountant, and that in course of time many other states will 
require the examination of its savings banks by those best qualified to 
perform this work. 

The provisions of the laws in Rhode Island and Massachusetts are 
essentially similar. The Massachusetts law is slightly more rigid in its 
requirements. The bank commissioner is given the power of approving 
not merely the selection of the certified public accountant, but also the 
form, manner, time, and extent of the examination and audit. In a 
circular letter sent out to the auditing committees of all savings banks 
in the state by Bank Commissioner Arthur B. Chapin, under date of 
June 30, 1910, attention is called particularly to these points. 


386 














Book Department 


EDITED By LEE GALLowar, Ph.D. 


MODERN ACCOUNTING by Henry Ranp Hatrietp, Ph.D., Associate 
Professor of Accounting, University of California. Published by D. 
Appleton and Company, 1909. Price, $1.75 


Chicago, July 30, 1910. 


By some oversight the very excellent work on Modern Accounting, 
by Professor Henry Rand Hatfield, has not been adequately noticed in 
THE JoURNAL oF AccouNTANCY. I hope that it is not too late now to call 
attention to it. 

Professor Hatfield’s treatment of the principal subjects that he takes 
up is very clear and easily understood by the student or the average busi- 
ness man. The two chapters on Capital Stock are especially excellent, 
as they state the correct accounting principles of every phase of the sub- 
ject, including the difficult one of Stock issued for property. In regard 
to stock donated for development purposes he objects to the offsetting 
credit to Working Capital, but recommends the credit to Surplus, which 
is technically correct as he explains. He does not appear to have heard 
of the practice of some accountants who make the credit to Donated 
Working Capital, or to Donation for Development Work, either of which 
more accurately expresses the purpose for which the stock was given 
and the items that are eventually chargeable against it. 

The chapter on Depreciation is very short but manages to include all 
the principal features of this complex subject. The algebraic formula is 
given for calculating depreciation by the annuity method with the remark 
that the values may be easily found by logarithms. While it may be 
useful to the accountant to know how such calculations are made, the 
student should be told that in fact the information is obtained from tables 
already prepared and that he is not expected to know how the figures are 
worked out. The same is true of the method of finding the present value 
of a bond bought at a premium or discount. Any bond dealer will lend 
the accountant a Bond Value book long enough for him to get this 
information, if he does not own such a book himself. 

Considerable space is given to the consideration of Assets and their 
Valuation, both Tangible and Intangible with very lucid expositions of 
the principles involved. The treatment is usually, if not always, along 
the lines of the best accounting authorities and is thoroughly practical. 

In explaining Debit and Credit and the principles of Double Entry, 
Professor Hatfield has made use of the algebraic plus and minus or the 
Positive and Negative Goods idea, with the result that he makes the situ- 
ation very clear to any one at all familiar with algebra. With the aid 
of Thomas Jones and Charles E. Sprague, he apparently gives a death 
blow to those accountants who, like myself, believe that there is an 
essential distinction between the Proprietor and the Business which he 
owns, but he has given so good a substitute for the simple rule for Debit 
and Credit that the distinction makes possible that I for one will not 
quarrel with him. 

Time and space do not permit me to go into a description of all the 
excellent points of this book. Perhaps the best evidence of my appre- 
ciation of its good qualities may be found in the fact that I have strongly 
recommended it to the students in Advanced Accounting in the School of 
Commerce of the Northwestern University as the best book they could 
obtain for collateral reading. 

Seymour Walton. 
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AUDIT MEMORANDA by AnprREw Binnig, F.C.A., C.A. Published by 
Gee and Co., London, 12 pages. 1910. 


THE SURTAX by C. E. Isaacs, Published by Gee & Co., London, 1910, 
20 pages. Price 1s. 1d. 


These two little pamphlets are clear and concise statements of facts 
presented in almost the form of a brief. The Memoranda will be found 
to apply in general and spaces are provided in the text for the insertion 
of points that arise in special cases. It is a valuable little aid and will 
admirably fill the position that its title proclaims for it. The main divi- 
sions into which the subject is divided are Part I., “Preliminaries to 
commencing detail work of a company Audit; or, as far as applicable. 
The Audit of a Statutory Report.” Part II., “Some Points to be looked 
into when completing an Audit.” 

The pamphlet on The Surtax and how to avoid overcharges and pen- 
alties is applicable, of course, to England chiefly, yet with the growing 
tendency in America to adopt some form of income tax anything per- 
taining to this subject make it of interest to those who have to do with 
the administrative or accounting end of a corporation. 


THE INCORPORATED STUDENTS TELEPHONE. Published by H, 
Foulks Lynch & Co., London, E. C. Price by post, 1s. 7 d. 


This magazine deals with the questions and answers of the Intermediate 
and Final June 1910, examinations, of the Society of Incorporated Ac- 
countants and Auditors. The answers on accounting are supplied by 
Messrs. Spicer and Pegler, and the law papers are answered by D. F. de 
l’Hosté Ranking. This is the first number that the editors submit and is 
a companion to the Students’ Telephone, by the same editors, and which 
also deals with the questions and answers to the Intermediate and Final 
June 1910 examinations, of the Institute of Chartered Accountants, this 
last number being the 48th. 

The object of the editors is, in addition to answering the examination 
papers, to also include special articles and lectures from time to time. In 
the first number of the Incorporated Students Telephone is included a 
lecture by D. F. de l’Hoste Ranking on “The Order and Disposition Clause 
in Bankruptcy.” 

American stuJents of Accountancy may find in these magazines sug- 
gestions regarding some questions in “Theory of Accounts” or “Audit- 
ing” which are of a general nature. They may also find valuable hints 
regarding solutions to problems which do not depend on the legal inter- 
pretation but rather on accounting practice. 

Leo Greendlinger. 


THE INVENTOR’S POCKET LIBRARY. Published by the Engineer 
Searching Co., Washington, D. C., 1910. Price, 3 cts. each or 25 cts. 
for ten. 


This is a series, ten in number, of two-page pamphlets. They are 
composed on the plan of “talks” to young inventors; and are supposed 
to contain practical suggestions for their guidance. This is a sample of 
the advice given in the paper, “Hints, Tips and Don’ts”: “Unless, like too 
many inventors, you are inventing for fun or for education, you don’t 
want to waste time reinventing the work of others and don’t need to spend 
aerty (except for search) until you know there is room for you in the 
office. 

“Don’t deal with any lawyer who advertises ‘patent or no fee.’ You'll 
pay that fee all right and only the providence which watches over fools, 
etc., will get a patent worth the paper it is written on, nine times in ten.” 
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Legal Department 


Epitep By CHarLtes W. Gerstenserc, Ph.B., LL.B. 


The Legal Reonatnens < of Tue JourNnaL or AccouNTANCY is prepared to render a genuine service 
to its subscribers and readers, by undertaking to answer legal questions submitted to it. These ques- 
fom, mile hey may be suageted by the problems that are inthe p practice of our correspondents or 

the more requirements of examination boards, should nny be so stated as to call for 

propositions of law. Whenever the Department receives a ped ee Bn correct answer to which 
oar vary with many —— 4 but unstated circumstances the yo 
pow BY advised to consult local counsel. Reasonably ouaet sale ti the Department will 
ae pKa. oF or through the columns of Taz JouRNAL. " an all peo ham 
Journat or Accountancy, Legal Department, 32 Waverly Place, New York City. 


DIFFERENCE BETWEEN “DivipENDS” AND “PROFITS.” 

In the case of Simcoke vs. Sayre, 126 N. W. Rep. 816, the Supreme 
Court of Iowa drew a distinction between “dividends” and “profits” as 
follows : 

“The word ‘dividends’ has a peculiar and definite significance. It 
means a distributive sum, share, or percentage arising from some joint 
venture as a corporation or a proportionate amount arising from a bank- 
rupt or other estate. The term “profit” has a much larger meaning, how- 
ever, and covers benefits of any kind, excess of value over cost, acquisition 
beyond expenditure, gain, or advance. It is broad enough to cover any 
sort of advantage, advance, or gain.” 


Ricuts oF Hovpers or INvALID Recetver’s CERTIFICATES 
The important facts of the case of the Knickerbocker Trust Co. vs. 
Oneonta, C. & R. S. Ry. Co., 123 N. Y. Suppl. 822 and the court’s decision 
thereon are given in the words of the opinion: 


“The bondholders and their trustee did not consent to the appointment 
of the receiver appointed July 4, 1903, but, on the contrary, sought to 
have him cuneunatel by a receiver appointed in an action to foreclose the 
mortgage. This effort on their part was defeated by the receiver, and 
improperly so, as this court has held in the Townsend Case, 88 App. Div 
208, 84 N. Y. Supp. 427. Thereafter the trustee instituted a proceeding 
to remove the receiver, which proceeding was pending at the time the 
voting trust agreement was made in January, 1904. That agreement con- 
templated the adjustment of all differences between the parties, and, when 
it was executed, the oo proceeding for the removal of the receiver 
was discontinued On February 10, 1904, the court made an order based 
on that agreement authorizing the receiver to issue certificates to the 
extent of $250,000, and limiting the use which was to be made thereof to 
the general purposes expressed in the agreement as heretofore set forth. 
Nowhere in the record does it appear that the bondholders have other- 
wise enlarged the powers of the receiver or in any manner consented 
that he transcend the limits of said agreement and order. A fair con- 
struction of that agreement and order is that the receiver bound himself 
with the bondholders not to create any charges in excess of $250,000 which 
should become chargeable against the property of the railroad company 
prior to the lien of the bonds. The agreement contemplated the expenses 
of operation of the road, and it clearly became the duty of the receiver 
to operate the road out of its earnings except as such operating expenses 
might be included in said certificate indebtedness. It is manifestly unfair 
and unjust to the bondholders that the receiver after having been left 
in control of the road under his express agreement not to charge the 
bondholders with any indebtedness exceeding $250,000 should now be 
permitted to do so. When he saw that he could not operate the road 
without incurring the indebtedness in question, he should have ceased 
operations, -or applied to the court for instructions, when all parties in- 
terested or their representatives might have been heard.” 
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Wuat Is MEANT By “TREASURY STOCK” AND WHat Is MEANT BY 
“PrRoMOTION STOCK” 


Ordinarily the term “Treasury Stock” is used to indicate that part of 
the capital stock of a corporation which has been issued by the corpora- 
tion, but which has later been acquired again through purchase, gift, be- 
quest or in any other way. A company, therefore, may have unissued 
stock, issued stock and treasury stock. A recent statute of Nevada, de- 
signed to protect investors in mining companies, provides that certain stock 
shall be stamped “Treasury Stock” and certain other stock shall be 
stamped “Promotion Stock.” Very recently the Supreme Court of Nevada 
handed down a decision in State ex rel Moore vs. Manhattan Verde Co. 
et al., 109 Pac. Rep. 442 interpreting this statute. The important part of 
the opinion is as follows: 


“The object of the law is a good one, intending as it does, to protect 
mining investors, who desire to purchase mining stock, and to apprise 
them of the character of stock they are purchasing, and to prevent de- 
ceitful mining promoters and mining companies from fostering promotion 
stock upon innocent investors under the pretext that the money derived 
thereby will be used for the actual development of the property. ‘Treasury 
stock’ is generally understood to mean in this mining country, and the 
Legislature intended to mean when it referred to ‘treasury stock’ in said 
act, such stock as is set aside for the actual development of the prop- 
erty. In other words, ‘treasury stock;’ to the investors in mining stock, 
means and would indicate, that the proceeds from the sale of the stock 
so purchased will be used in the actual development of the mining ground 
of the mining company selling the stock. ‘Promotion stock’ is such stock 
as is issued to those who may originally own the mining ground or val- 
uable rights connected therewith, in consideration of their deeding the 
same to the mining company when the company is incorporated; or it 
may mean such stock as is issued to promoters, or those in some way 
interested in the company, for incorporating the company, or for services 
rendered in launching or promoting the welfare of the company, such as 
advancing the fees for incorporating, attorney’s fees, surveying, advertis- 
ing, etc. We do not wish to be understood as conveying the impression 
that ‘promotion stock’ may not be legitimately earned and rightfully 
issued, nor that when so rightfully earned and issued to those who are 
legitimately entitled to the same, that such stock is not of as much value 
as any other share of stock issued for other purposes, unless for some 
special reason it may be so declared by the owners thereof, or made so 
especially by the directors of the mining company at the time of its issu- 
ance. 

The evident intent of the Legislature, in the enactment of the law 
under discussion, was to have all stock which is to be issued for develop- 
ment purposes to be marked as ‘treasury stock,’ and such stock as 
otherwise issued to the owners or promoters of mining companies, and 
the proceeds of which are not to be used for the purpose of actually 
developing the property, to be stamped ‘promotion stock.’ We do not 
believe it was intended by the Legislature, in enacting the law in question, 
that any stock issued prior to the 15th day of April, 1909 (the time speci- 
fied in the act when this provision was to take effect), when presented 
for transfer was to be marked as either ‘treasury stock’ or ‘promotion 
stock.’ Whether the Legislature would have authority to change the status 
of stock issued prior to the passage of the act, or to penalize the action of 
the officers of any mining corporation for an offense committed prior to 
the enactment of the law, we need not determine. As we construe the act 
in question, it was never intended to apply to stock issued prior to its 
passage.” 
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PowERS OF THE PRESIDENT OF A CORPORATION 


An important recent New Jersey case, involving the question of the 
implied powers of corporate officers, was recently decided by the Supreme 
Court of New Jersey. (Murphy vs. W. H. & F. W. Cane, Inc., 76 Atl. 
Rep. 323.) The opinion by Parker, J., is in part as follows: 


“Defendant was a corporation; William H. Cane, its president. The 
evidence shows that on or about January 15th, the contract for the entire 
work of building the school had been awarded to the defendant. Plain- 
tiff’s testimony is that he met W. H. Cane by appointment, offered orally 
to do the plumbing for $16,850, and that Cane said, ‘It is your job; that 
is, you can go ahead with that. I want water in on Monday,’ and to 
confirm the quotation by mail; that plaintiff secured a water permit 
for the building and paid $50 for it, but the work was stopped by a cer- 
tiorari for several months, so he returned the permit and received his 
money back. Plaintiff's bookkeeper, a Miss Harris, testified that she 
had prepared by plaintiff’s direction a formal bid in writing, the text of 
which was testified to, and mailed it to the defendant at its New York 
address, but that no answer was ever received. The award of the main 
contract to defendant was ultimately set aside, and the contract reawarded 
to defendant. Plaintiff, hearing of this, saw W. H. Cane, as he says, and 
testified that Cane wanted him to reduce his bid by $350, which plaintiff 
refused, whereupon plaintiff wrote defendant in July proffering himself 
as ready to proceed ‘as per contract of January 15, and defendant replied 
by mail that it knew of no such contract and asking for a copy of same, 
at which point the correspondence seems to have closed. Defendant denied 
ever having received the estimate. 

The case is bare of evidence that the corporation itself by its board 
of directors ever made or assented to any employment of or contract with 
plaintiff. Evidence is also lacking to show that by the by-laws, or by any 
resolution or other formal action of the defendant corporation, the presi- 
dent was authorized to make for it any such contract as that set up by 
the plaintiff. Such a contract was not a mere incidental matter within 
the ordinary scope of the president’s duties. It was an important business 
transaction involving many thousand dollars, and naturally calling for care 
and consideration, and consequently for the combined judgment of the 
directors. A great multitude of decisions on the implied powers of the 
president of a corporation is collected in 10 Cyc. 903 et seq., and also in 14 
L. R. A. 356, a number of which form part of our own jurisprudence. In 
most of those cited below such power was denied. Leggett v. N. J. Mfg. 
Co., 1 N. J. Eq. 541, 23 Am. Dec. 728; Millville, “4 Co v. Goodwin, 53 
N. ‘J. nae 453, 2 Atl. 263; Cotton v. Depew, 59 N. J. Eq. 126, 44 Atl. 

662; v J. Eq. 454, 46 Atl. 728; Cogan 4 Poors Mfg. 
Co., _ Nn” J. Law, 358, 816, 60 Atl. 408; Lister v. Selby, 68 
N. ‘J. Eq. 271, 59 Atl. 247; Mausert v. Feigenspan, 68 N. J. Eq. 671, 
63 Atl. 610, 64 Atl. 801; Titus v. C. & F. R. R, 37 N. J. Law, 98; 
Stokes v. Pottery Co., 46 N. J. Law, 237; Raub v. Biairstown Mg 4 
Ass’n, 56 N. J. Law, 262, 28 Atl. 384; Beebe v. Beebe Co., 64 N. J. Law, 
497, 46 Atl. 168; Collier v. Consol Lighting Co., 70 N. j. Law, 313, 67 
Atl. 417; Demarest v. Spiral Riveted Tube Co., 71 N. J. Law, 14, 58 Atl. 
161. 

The situation would be different if it fairly appeared that authority 
to make this particular contract, or a class of contracts to which it be- 
longed, or contracts generally had been delegated to the president, or if 
by holding out the president as authorized to make such contracts the 
corporation had estopped itself from denying such authority. Fifth Ward 
Savings Bank v. First National Bank, 48 N. J. Law, 513, 7 Atl. 318; 
Blake v. Domestic Mfg. Co., 64 N. J. Eq. 480, 38 Atl. 241.” 
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C. P. A. Question Department 


Conducted by Leo Greenpiincer, M. C. S. 


Criticism and exchange of ideas will clear poe a doubt and at the same time improve short- 
comin To solve, compare and criticise C. P. A. examinations, is the object of this department. 
With the aid of suquucess and criticism from the professional brethren, it can undoubtedly be achieved. 
Inquiries will be cheerfully answered. 


Following are the papers in Practical Accounting set by the State 
Board of Accountancy of Ohio at the March, 1910, examination, with a 
solution of one of the problems, by Mr. Carl H. Nau, C. P. A., of the firm 
of Nau, Tanner & Rusk, of Cleveland, Ohio: 


EXAMINATION IN PRACTICAL ACCOUNTING 
Part ONE 
Wednesday, March 9, 1910--8:30 a.m. (Time allowance, 4% hours.) 


PROBLEM NO. 1. 


A and B are partners and share profits in proportion to their capital 
invested. C, D and E are partners, having equal interest in the business. 
A balance sheet from the books of A and B is as follows: 





Accounts Receivable.................. 
6 taco at aeanneatedundha 1,000.00 
Merchandise as per inventory......... 


LIABILITIES : 
Paeemts -PamGhe.. coc ccccsssccsccess $1,200.00 
aaa ar gun doaste Globee aiaie 1,500.00 
re Por ree 2,000 .00 
6s ares apie ieee wie 500.00 


ee, 


__ C, D and E kept no books, but have the following Assets and Liabil- 
ities : 
Ee. ce as bonnebons ' 

Accoumts MAceivable... .....iccccccscss 3,000.00 


Merchandise as per inventory......... 3,000.00 
Real Estate—Warehouse.............. 


LIABILITIES : 


Mortgage on Real Estate............. $500.00 
pe Pry rr rrr rrr ree 


A and B arrange with C, D and E to form a corporation with a 
capital stock of $15,000.00. The corporation to assume all Assets and 
Liabilities of both partnerships. Each partnership agrees that a reserve 
of Io per cent against Accounts Receivable shall be created and charged 
against their individual partnership holdings prior to the consolidation. 
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The entire capital stock is to be alloted to A, B, C, D and E, in pro- 
portion to their partnership holdings. 

The organization expense paid by the new company was $200.00. 

Make a Balance Sheet for the new company, and give each of the 
aforesaid partners his allotment of shares. 


PROBLEM NO. 2. 
TRIAL BALANCE AFTER CLOSING BOOKS 


I ED nda kasceedbiedeoneesecease $75,000.00 
UO GE PURGING 5 ooo ccc cccccccccceces 127,000.00 
EE cic cciaews ncecesspeens 23,000.00 
Patents & GeeG Wiel 2... cccccccccccscces 30,000.00 
ie ces detebeeseneenentoss 75,000.00 
Accounts Receivable ...............-.000- 52,000.00 
Cee un da eaiabadedeeead 33,000 . 00 
SED. nenscssnesdsdacokens sous 19,000.00 
adi accrasebnescandadesekn $300,000 . 00 
POMS FUG occ cccwsccscsccsecscsse 34,000.00 
EEE ne nn cdodacsdsenascadrnnbses 45,000.00 
EEE, Gabi sc dcticed teadbensaeewks 55,000.00 





$434,000.00 $434,000.00 








CUE TD bik ccvdcndcssenescedecsessws $78,000.00 
so A, rrr Ser 118,000.00 
IE Ce WE vnccccndvesedsecsssnee 21,000.00 
Pebemts BH GOSS Wee oc cc cccccccccccccces 30,000.00 
EE bce Ske nde nedccoddmobegnseaane 91,000.00 
Accounts Receivable ..............2.-000- 50,000.00 
Cash in Bank ....... DLAvtasnumdenemennd 32,000.00 
Bills Receivable .............cccccccceces 17,000.00 
SE MEE Evan diecsencsrassecderexss $300,000.00 
PED. atcnetnandentacewtmacas 30,000.00 
aE ALIS Ey Sy 15,000.00 
Branch House Accounts ................. 25,000 .00 
PEL ccnncennsdevenesedersseseneness 30,000.00 
PE WE OD ns cicccc vtec dcbatecdutnsce 87,000.00 





$462,000.00 $462,000.00 





From the ahove trial balances, which show that a net profit of $32,- 
000.00 has been earned during the year 1909, prepare an account showing 
what has become of the profits earned in 1909. 


PROBLEM NO. 3. 


A Trial Balance taken from the books of a company which buys and 
sells merchandise and also manufactures part of the merchandise it sells 
shows the following accounts: 

From the list, and without using figures, construct in the form you 
consider best a 

(a) Balance Sheet 

(b) Manufacturing Account 

(c) Trading Account 

(d) Profit and Loss Account 
Advertising; Accounts Payable; Accounts Receivable; Bills Payable; Bills 
Receivable; Bad and Doubtful Accounts; Cash; Capital Stock; Deprecia- 
tion; Discounts Allowed; Discounts Received; Freight—Raw Material; 
Freight Merchandise Purchased; Fuel; Furniture. & Fixtures; Interest 


393 





The Journal of Accountancy. 


Paid; Insurance—Plant; Factory Supplies; Light; Labor; Warehouse; 
Machinery Repairs; Insurance—Merchandise; Own Product returned by 
Customers; Office Expense; Machinery & Tools; Land & Buildings—Fac- 
tory; Office Salaries; Purchases—Merchandise; Printing & Stationery; 
Postage; Donations; Raw Material; Rent—Factory; Rent—Store & 
Office; Reserve for Bad & Doubtful Accounts; Reserve for Depreciation; 
Sundry Factory Expense; Salaries—Factory Management; Salaries— 
Sales Department; Sales—Merchandise Purchased; Sales—Own Product; 
Traveling Expense; Sales Department; Taxes; Undivided Profits End of 
Last Year; Wages—Factory. ' 
Preparatory to closing the accounts the following schedule of inven- 
tories has been made: 
Inventory of Raw Material 
Goods in Process 
Manufactured Product 
Factory Supplies 
Merchandise Purchased 
Unexpired Insurance—Plant 
Unexpired Insurance—Merchandise 


EXAMINATION IN PRACTICAL ACCOUNTING 
Part Two 
Wednesday, March 9, 1910—2 p.m. (Time allowance, 4% hours.) 


PROBLEM NO. 4. 


You have made an audit of the books of The Alpha Water Company 
of Delta, under instructions from The Zed Company. 

They expect you not only to make an audit and furnish them with 
the usual report thereon, but ask you to make a thorough examination 
of the business and make such criticisms and call their attention to such 
facts as will enable them to determine their policy in reference to their 


loa 


n. 
The following is a trial balance from the general ledger of the com- 


pany: 
TRIAL BALANCE. 


THE ALPHA WATER COMPANY 
December 31, 1909. 

Plant Franchise, etc $970,000.00 
Consolidated mortgage bonds in 

escrow to retire prior issue. 205,000.00 
Bonds Pledged with The Zed 

Trust Co., as collateral for 

loan 250,000.00 
Cash—Last day’s collection not 

deposited 300.00 
Petty Cash Fund 100.00 
Cash in Bank 8,200.00 
Controlling anes ee Sage Ae 


Accounts 
: Meter Rate Ledger Ac- 
Receivable cnet to Co 


Flat Rate Ledger Ac- 
counts in Dr 

Flat Rate Ledger Ac- 
counts in Cr 
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Inventory Account 3,100.00 
Personal Account—A 

Personal Account—B 2,000 .00 
Prepaid Insurance 100.00 
Meter Sales Ledger 

Meter Repairs Ledger 

Miscellaneous Accounts Receiv- 


Controlling 
Accounts 


Receivable pres 


Meter Rate Earnings—Accrued. 
Flat Rate Earnings—Prepaid... 
Mortgage Bonds: 
Consolidated Mtg. 
Bonds $500,000.00 
Prior Mtg. Bonds 205,000.00 


Guarantee Deposits—To Guar- 
antee meter bills 

Bills Payable—as per schedule... 

Accounts Payable 

Profit & Loss Account—Surplus 
at January I, 1909 

Capital Stock 

Bond Interest Accrued 

Unpaid Payroll 

Interest Accrued on Bills Payable 

Taxes Accrued 

Construction Account 

Land Rental Accrued 

Meter Account— Profit from 
sale of meters 

Meter Repairs—Profit 

Discounts—Taken 

Hydrant Rental 

Meter Rate Earnings 

Flat Rate Earnings 

Miscellaneous Earnings 

Interest on Bonds 

Interest on Bills Payable 

Insurance 

Wages—Pumping Station 

Fuel 

Repairs to Machinery 

Oil Packing & Waste 

Repairs to Buildings 

Repairs to Tools 

Miscellaneous Pump House Ex- 
pense 

Repairs—Water Supply 

Repairs—Pipe System 
ce Expense 

Office Rent 

Salaries of Management 7,000. 

Stationery, Printing & Postage.. 250. 

Stable Expense 300. 

Miscellaneous Expense 1,150. 

Maintenance & Operation of Fil- 
tration Plant 3,500. 

Maintenance Stand Pipe 100.00 

5,000.00 


$1,515,960.00 $1,515,960.00 


— 


=F 
BS88ue 8 
8888888 


8 888888888 38888888! 
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ScHEDULE OF Brits PAYABLE 


The Zed Trust Co 
Demand note at 6% Interest. 
The Delta National Bank 
Note due Feb. 1, 1910, $5,000.00 
Note due Mar.1, 1910, 5,000.00 
Both for four months at 6%. 
The National Filtration Con- 
struction Company 
Note for 1 year—due Mar. 1 
1910, at 6%. 


$210,000.00 


The Company furnishes water to consumers on meter connections which 
are payable on readings at the end of every three months; also to other 
customers at flat rates payable in advance every six months. 

The Company buys motors and sells to users at some increase over 
cost. 

The Company keeps meters in repair and makes repair charges to 
consumers. : 

The Company, under its franchise, furnishes free water for all munici- 
pal and charitable purposes, except a fixed rental per annum for each fire 
hydrant, for which the City pays. 

The franchise provides that when the annual gross earnings from 
a shall equal $65,000 the Company shall pay into the treasury of the 

City one per cent of such gross earnings. No such payment has been 
provided ibe. 

Your audit has revealed the fact that water rates accrued are greater 
by $2,000.00 than shown on the books, as per the above trial balance. 

You have also found, not set up on the books, current unaudited In- 
voices Payable chargeable to the year 1909, as follows: 


Construction 
Machinery Repairs 


You have, in the course of your examination, figured the duty on the 
pumping engines, and have found that as compared with the average 
well-equipped plant such engines have only 50% of the efficiency of the 
more modern pumping engines. 

Prepare a Balance Sheet in Detail and a Condensed Balance Sheet. 

Prepare an Income & Expense Account in detail and a Condensed In- 
come Account. 

Indicate as well any supporting schedules you would make supporting 
the Balance Sheet or Income Account. 

Cover in your report matters, under the instruction from your clients, 
to which you deem their special attention should be directed, and make 
such suggestions to them as your examination would warrant, giving good 
reasons for any criticism or suggestions you may have to make. 
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SOLUTION TO PROBLEM NO: 4 


BALANCE SHEET 


THe ALPHA WATER COMPANY OF DELTA 


(December 31, 1909) 


ASSETS: 
Cost or Property—Plant, Fran- 
chise: 


Book Value, January 1, 1909.... $970,000.00 


New Construction during the 
year—Schedule 


Bonps : 
Bonds Alpha Water Co.—Held 
in Escrow 
Bonds Alpha 
Pledged as Collateral 


3,000.00 $973,000.00 


250,000.00 455,000.00 $1,428,000.00 





CasH: 
In Bank 
Petty Cash Fund 
On Hand for Deposit 


Accounts RECEIVABLE: 
Meter Rate Ledger 
Flat Rate Ledger 
Meter Sales Ledger 
Meter Repairs Ledger 
Miscellaneous Accounts Receiv- 
able 
Personal Account B 


Accruep Accounts RECEIVABLE: 
Meter Rates Accrued 
Land Rent Accrued 


UNEXPIRED INSURANCE 
INVENTORY—Schedule 


Total Working Assets 


LIABILITIES : 
Capita Stock 
MorTGAGE Dest — Consolidated 
Mortgage: 
Bonds 
Prior Mortgage Bonds 
Total Capital & Mortgage Debt 
Britis Payaste—Schedule 
Accounts PAYABLE: 
Unpaid vouchers—Schedule 
Meter Rate Ledger—Cr. Balances 
Flat Rate Ledger—Cr. Balances. 
Unpaid Pay Rolls 
Personal Account—A 
City of Delta—1% franchise tax 
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8,200. 
100. 


00 
oo 
00 . 6O 


88 


83 38 
88 8888 


BE 
88 


5,200.00 


100.00 


3,100.00 24,410.00 


$1,452,410.00 





$500,000 .00 


705,000.00 
$1,205,000.00 
210,000 . 00 


21,950.00 
500.00 
150.00 
500.00 
500.00 
604.00 24,204.00 
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Accruep AccouNTs : 
Bond Interest Accrued 1,000.00 
Interest Accrued Bills Payable ‘ 900. 00 
Taxes Accrued 2,500.00 4,400.00 


Prepaip Water Brtts—Flat Rate 
Ledger 1,500.00 
GUARANTEED Deposits 800.00 


Total Working Liabilities 240,994.00 
Surplus 6,416.00 


$1,452,410.00 








CONDENSED BALANCE SHEET 
Tue ALPHA WatTER CoMPANY OF DELTA 


(December 31, 1909) 


ASSETS : 
Total Invested and Deferred Assets: 
Excluding Bonds Pledged and Held 
Escrow 
Total working assets 


LIABILITIES : 
Capital Stock 
Bonds—Prior Issues 
Bonds—Consolidated Mortgage .... 


Less—Bonds Pledged... $250,000.00 
Bonds in Escrow. 205,000.00 455,000.00 250,000.00 





Total Capital & Mortgage Debt ,000. 
Total working liabilities 240,904.00 990,994.00 





Surplus $6,416.00 


INCOME ACCOUNT 
THe ALPHA WaTER CoMPANY OF DELTA 


(For year ending December 31, 1909) 


INCOME: 
From Sale of Water—Meter Rates.... $52,000.00 
From Sale of Water—Flat Rates 9,400.00 
From Sale of Water—Fire Hydrants.. 8,000.00 $69,400.00 


Meter Sales 

Meter Repairs 

Discounts Taken 

Miscellaneous Earnings (as per schedule) 


Gross Earnings $71,710.00 
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EXPENSES : 
Operation—Pumping Station: 


Repairs to Machinery 
Repairs to Buildings 
Repairs to Tools 

Oil Waste & Packing 

Misc. Pump House Expense. 


Repairs Pipe System 

Repairs Water Supply 

Operation & Maintenance Filtration Plant .... 
Maintenance of Stand Pipe 

Stable Expense 


88888 8 


27,050.00 


General Expenses: 
Office Expense 
Office Rent 
Salaries of Management 
Stationery, Printing & Postage 
Miscellaneous Expense—Schedule 


88388 


10,300.00 





Total Operating Expense 37,350.00 
Taxes ’ 
Insurance : 5,150.00 


Total Operation, Taxes, Insurance. . 42,500.00 
Net Earnings from Operation 29,210.00 
Interest on Funded Debt 
Interest on Unfunded Debt 
I per cent Franchise Tax 604 25,794.00 





Net Income for 1909 3,416.00 
Surplus—Forwarded January I, 1909 3,000.00 


Surplus—December 31, 1909, as per Balance 
$6,416.00 


Note :—No provision made for depreciation. 


CONDENSED INCOME ACCOUNT 
Tue ALPHA WaTER CoMPANY 


(December 31, 1909) 
INCOME: 
Earnings from Sales of Water 
Earnings from Other Sources 


Gross Earnings $71,710.00 
EXPENSES. 
Total Operating Expenses, Taxes & Insurance.... 42,500.00 


Net Earnings from Operation 29,210.00 
Interest on Funded Debt 
Interest on Unfunded Debt 
I per cent Franchise Tax 





Net Income 
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COMMENTS 


It is very gratifying to note the care exercised by the Ohio State Board 
of Accountancy in connection with the examination papers. 

To be sure, there is not much new matter contained in the various 
problems and questions submitted. On the contrary a good deal of it has 
been repeated over and over again. Some of it, however, is rather new 
in C. P. A. examinations. 

Of particular interest is problem four. The Board allowed 4% hours 
for the solution of this problem. It will be noticed that while the prob- 
lem is practical from every point of view, as it should be, it contains 
enough matter not only to test a candidate’s knowledge of the subject 
matter, but also to see how far he will go in analysis of similar proposi- 
tions, and what his cenclusions would be. 

Not much comment is required on the solution which Mr. Nau has 
been kind enough to supply: the answer deals with the statements required, 
but not with any other matter. While the problem called not only for 
the usual statements, but also for a written report of the examination, etc., 
it was not thought necessary to submit this in connection with the tech- 
nical answer given herewith. 

We may add, however, that in this case, a candidate would have to 
analyze the financial and mechanical problems presented by the question. 
He would also have to call the attention of his client to the various things 
suggested by the question; such as a comparison of the inefficiency of the 
working assets against the current liabilities; the inefficiency of the power 
plant, with suggestions as to the possible savings in fuel cost by the in- 
stallation of more modern machinery; discussions of the overcapitalization 
of the proposition; reference to no provisions for depreciation; the pos- 
sibilities of a receivership or of a re-organization in the light of the pos- 
sible inability to pay fixed charges; current obligations, etc., out of current 
net earnings. 

There can be no question but that an applicant’s answer to this ques- 
tion, the form of his report and his discussion of the problem presented, 
furnished the examiners with a fair measure of his qualifications. 

The examination papers set in Theory of Accounts, Auditing, and 
Commercial Law are almost equal in interest to that in Practical Ac- 
counting. Space does not permit their publication in this number, but they 
may be given in these columns later. 





